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OLD POINT MISSION STATEMENT

e will serve the financial

heeds of our customers.

> We will provide depend-
able products, fairly priced.
> We will be full partners in
the growth and develop-
ment of our community.

> We will value and reward
our employees’ contribu-
tions. - We will return a fair
profit to our shareholders.
excellent service is the

hallmark of our bus.ness.

FEATURED ON THE COVER FROM TOP TO BOTTOM:

Jean Evans Parra, Electronic Banking Officer; Thomas S. Vitaletti, Vice President/
UVEST Investment Consultant; Henry L., Mills, Jr. (seated), Vice President;

Cary B. Epes, Executive Vice President & Chief Lending Olfficer, and

Deborah D. Stoddard, Commercial Services Officer.

EARNINGS PER SHARE
Dollars

1.80

135

DIVIDENDS PER SHARE
Dollars

70

BOOK VALUE PER SHARE
Dollars

20.00

16.00

12.00:




SEL=ZCTED FINANCIAL HIGHLIGHTS

Years Ended December 31, 2004 2003 2002 2001 2000

{in thousands except per share data)

Rzs01T8 OoF DP=RATICYE

Interest income $ 33,639 $ 33,167 $ 34,112 $ 35,108 $ 33,644
Interest expense 9,248 9,643 11,956 16,156 16,707
Net interest income 24,391 23,524 22,156 18,952 16,937
Provision for loan loss 850 1,000 1,700 1,200 625
Net interest income after

provision for loan loss 23,541 22,524 20,456 17,752 16,312
Gains (losses) on sales

of investment securities 215 60 14 (1) 44
Noninterest income 9,205 7.408 7,128 6,543 5,641
Noninterest expenses 21,172 19,596 18,291 16,850 15,657
Income before taxes 11,789 10,396 9,307 7,444 6,340
Income taxes 3,209 2,571 2,256 1,734 1,207
Netincome $ 8,580 $ 7825 $ 7,051 $ 5710 $ 5,133
FixaxsaL Gouomon
Total assets $ 686,275 $ 645915 $ 576,623 $ 518,759 $ 477,096
Total deposits 512,160 490,422 454,052 412,303 374,779
Total loans 433,253 405,111 377,961 346,483 319,910
Stockholders’ equity 69,139 63,299 58,116 50,912 46,497
Average assets 669,869 600,733 543,184 502,035 459,603
Average equity 66,456 61,085 55,079 49,721 43,258
PeaTivnT RATICS
Return on average assets 1.28% 1.30% 1.30% 1.14% 1.12%
Return on average equity 12.91% 12.81% 12.80% 11.48% 11.87%
Dividends paid as a

percent of net income 28.92% 27.35% 25.19% 28.17% 29.23%
Average equity asa

percent of average assets 9.92% 10.17% 10.14% 9.90% 9.41%
2zr Srarz DA
Basic EPS $ 2,15 $ 1.98 $ 1.80 $ 1.47 $ 1.32
Cash dividends declared 0.62 0.54 0.453 0.413 0.387
Book value 17.23 15.92 14.76 13.06 11.97
Growr: Favzs
Year end assets 6.25% 12.02% 11.15% 8.73% 9.35%
Year end deposits 4.43% 8.01% 10.13% 10.01% 3.84%
Year end loans 6.95% 7.18% 9.09% 8.31% 13.59%
Year end equity 9.23% 8.92% 14.15% 9.50% 13.92%
Average assets 11.51% 10.59% 8.20% 9.23% 8.48%
Average equity 8.79% 10.90% 10.78% 14.94% 5.92%
Net income 9.65% 10.98% 23.49% 11.24% 6.45%
Cash dividends declared 14.81% 19.21% 9.69% 6.72% 7.50%
Book value 8.23% 7.84% 13.07% 9.11% 13.60%
CORPORATE PRIZLE OLp PoINT FinanciaL CORPORATION is the parent company of THE OLD POINT NATIONAL BANK OF PHOEBUS,

a sixteen-branch full service bank serving the community of Hampton Roads from Norge to Chesapeake, and OLD POINT TRUST & FiNAN-
cIaL SERVICES, N.A., Hampton Roads’ foremost wealth management services provider. Founded in 1923, Old Point Financial Corporation
is dedicated to providing excellent customer service to consumers and small businesses through a complete range of financial products.
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n behalf of the employees and directors of Old Point Financial Corporation, I am

pleased to present our 2004 Annual Report. The theme of this year’s report is

“It’s All About Our People.” Old Point employees make us what we are, and we

are all very proud of our accomplishments together.

A YEAR OF PIRFORMANGE

Old Point Financial Corporation is pleased to report

record net income of $8.58 million, or $2.10 per dil-

luted common share for 2004, an increase of 9% over

2003. Our strong financial performance was achieved

despite significant expenses incurred as we prepare to

comply with the Sarbanes-Oxley Act (SOX). The

Company’s growth in 2004 was evidenced by several

financial indicators:

© Old Point Financial Corporation grew assets by 6%,
to $686.28 million, and deposits increased by 4% to
$512.16 million

O Total net loans increased by 7% over 2003 to
$428.95 million

O Other income, led by deposit services charges,
increased by 26%

O Other expenses were held to an increase of 8%

O 0ld Point Trust & Financial Services achieved a 79%

increase in pre-tax earnings.
(T's ALL ABCuT QUR PzOPLE

[ have often said that we have the best employees in

banking. Our officers and staff strike the perfect balance

between seasoned experience and youthful enthusiasm.

On the one hand, we have 33 employees who have been

with Old Point Financial Corporation for more than
twenty years and on the other hand, we added 25 new
positions in 2004.

Every quarter, we recognize employees who have

excelled in providing excellent customer service and have

excelled at leadership. Employees from all areas of Old
Point Financial Corporation have been honored. In addi-
tion, every year virtually all of our employees are

involved in numerous charitable causes: from sending

supplies to our forces in Iraq, to walking for the American

Cancer Society Relay for Life, to tsunami relief and the

o~
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Junior Achievement Bowl-a-Thon, they contribute to the

betterment of life in our community.

Our employees have also been recognized in the
communities we serve: Louis Morris, Old Point
National Bank’s President and CEO, is chairman of the
board of the Hampton Roads chapter of the American
Red Cross; Thad Holloman, Senior Vice President and
our Regional Executive Officer in Newport News,
received the Humanitarian Award from the NCCJ
(National Conference for Community and Justice) for
his work to foster community unity. On this year’s
annual report cover, we show five employees who repre-
sent various areas of the company:

O Jean Parra, who has been with Old Point National
Bank since 1991, has been a teller, a branch manager,
and now is our Electronic Banking Officer. Jean has
two young children, and still finds time to work with
her dance classes.

O Tom Vitaletti is our UVEST representative and a Vice
President of the Bank. He has been with Old Point for
4 years, and in that time has built up a significant fol-
lowing as an investment consultant.

O Cary Epes, Executive Vice President and our Chief
Lending Officer, is involved with every aspect of life
here in Hampton Roads. He has been honored many
times during his twelve-year tenure with Old Point
National Bank, most lately as the Distinguished
Alumnus of Christopher Newport University by the
Alumni Society Board of Directors.

O Henry Mills, Vice President, was named the 2003
recipient of the William J. Holloran Award for
Entrepreneurial Assistance by the Hampton Roads
Chamber of Commerce and the Small Business
Assistance Center. Henry has been a commercial loan
officer with Old Point since 1995.



O Debbie Stoddard, our Commercial Services Officer,

regularly receives letters of praise for her helpfulness.
Whether setting up a new direct deposit customer or

installing a credit card terminal, Debbie’s cheerful

demeanor sets her apart.

These are but a few of our exceptional employees

who make Old Point Financial Corporation the unique

company that it is.

SATWTH

As I have emphasized in the past, Old Point is in a
growth mode. In order to accommodate that growth,
we have expanded some of our support facilities: we
purchased a former bank building at the corner of
Mellen and Mallory Streets in Phoebus. The build-
ing at 30 South Mallory Street has been converted into our
Account Services building. We were able to relocate a

number of customer service areas in the building and also

give us room to grow.

Our long-awaited New
Town office in Williamsburg
has now opened. The build-
ing is a beautiful facility,
located int one of the fast-
growing areas of Williams-
burg/James City County.
During 2005, we hope to
open two more new offices:
our Independence office in
Virginia Beach’s Town
Center area, and an office in
the Eagle Harbor section of
Isle of Wight County. We
continue to explore other
opportunities throughout our

market area, as well.
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Oup Point NATIONAL BARNK EXECUTIVE OFFICERS: PropuUCTS AXD SERVICES

Robert F. Shuford, Jr., Chief Operating Officer; Cary B. Epes, Chief Lending . .
Officer; Louis G. Morris, President & CEO; Margaret P. Causby, Risk Manage- In 2004, Old Point National Bank offered several new

ment; Laurie D. Grabo, Chief Financial Officer. products and services to our customers:

O Old Point Overdraft Privilege, a service that provides
our consumer checking account customers with protec-
tion against unanticipated cash flow emergencies or
account reconciliation errors. The service is free, and
normal overdraft fees apply. Privilege limits are deter-
mined by account type. The service has proved popular
with our customers.

O Free Checking — in June, a new consumer checking prod-
uct array was introduced. The product lineup included
Freedom Checking, our totally free consumer checking
option, as well as five other checking account options.
Since the new accounts were offered, new consumer

checking account openings increased significantly.

O Consumer Loan Offerings — several new consumer

loan promotions served to provide a year-end boost to
outstandings. A fixed-rate 10-year equity loan promo-

tion proved very popular.

OLb PoinT Na71onAL BANK/
OLD POINT FINANGIAL CORPORATION
BoARD oF DIR=CTORS:

Back Row:

Dr. Richard F. Clark;
James R. Chisman;
Stephen D, Harris;
Robert F. Shuford;
Gerald E. Hansen;

Louis G. Morris;

Russell Smith Evans, Jr.;
Melvin R. Zimm;

John B. Morgan, II;
Eugene M. Jordan.

Front Row:

Dr. Arthur D. Greene;
John Cabot Ishon;

Dr. H. Robert Schappert.
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TecHNOLICY

We continue in our quest to remain technologically
current. In 2004, we installed a new mainframe com-
puter to assist in processing transactions and keep the
Bank secure. We have also installed generators in our
Phoebus campus to ensure continued operations in the
event of power outages.

For several years, we have recognized the need to up-
date our branch account origination and teller functions.

During 2004, we formed a committee consisting of
individuals from throughout the Company to review
our options. Our choice has been made, and we will
install the application in 2005. The system, which will
include a sales and service component, should provide
excellent support for our branches.

During 2004, we passed a milestone in our electronic
banking area, in that our Visa Check and ATM card
transactions surpassed the one million mark. Our Old
Point OnLine banking service has more than 7,000

users, 1,300 of whom also use online bill pay.

CorPoRATE GOVERNANCE

When Old Point Financial Corporation achieved

total assets over $500 million we came under the
full governance of the Federal Deposit Insurance
Corporation Improvement Act of 1991, or FDICIA.
This required us to establish policies and procedures
throughout the company to ensure that our internal
control system is functioning effectively. In addition,
a key section of the Sarbanes-Oxley Act (SOX) came
into effect during 2004. Section 404 is designed to
prevent ﬁnancial malpractice and accounting scandals.
It provides for a rigorous assessment of internal con-
trols by management. In order to comply with SOX,
Old Point Financial Corporation has engaged the

firm of Crowe Chisek and Company to consult with
our Risk Management area in establishing the process.
Crowe Chisek is a well-respected accounting firm
that has specialized in corporate governance issues.
Although this represents a significant expenditure on

the part of the Company, we believe that it will be




CLD PoINT TRUST & FINANCIAL S=RVICES, N.A. BOARD OF [JIRECTORS

W. Rodney Rosser; Dr. Arthur D. Greene;
Dr. Richard F. Clark; Robert F. Shuford;
John Cabot Ishon; Eugene M.

Jordan, II; Cyrus A. Dolph, IV;

Rebekah Ellen Clark Thacker.

CLD Poins TRUST & =INANCIAL SERVICES, N.A.,

e .
ExECUTIVE OFFICERS:
McKim Williams, Jr., Trust & Investment Officer; Eugene M. Jordan, II,
President & CEO; C. Kay Alligood, Chief Administrative Officer.

money well spent. In addition, the Audit Committee of the
Old Point Financial Corporation Board of Directors has
named Yount, Hyde & Barbour as our external auditor.
YHB has extensive experience in auditing community
banks. It was necessary to establish relationships with two
firms because SOX has dictated that our external auditors

cannot consult as well as audit.

2005 anD Bevons

In my forty years of banking, I cannot remember feeling
more enthused than I do about 2005. We have the person-
nel, the capital, and the plan to fulfill our goal to grow to
one billion dollars in assets by 2009. Our long-term
strategic goals are to grow the Bank, expand our geo-
graphic footprint, and increase returns for our sharehold-
ers. Our immediate goals for 2005 include:

O Full compliance with the provisions of SOX



O

Technology upgrades, to include ATM replacements

and branch automation
O Open at least two, and perhaps three, new branches
in 2005

> Re-visit our branch banking hours and adjust them to

O

reflect customers’ needs
C Hire exceptional employees to meet our customer
service needs

Continue to train our employees to ensure personal

O

and professional development
¢ Emphasize asset quality as we grow our loan portfolio

O Implement centralized loan processing to ensure con-

sistent compliance and efficiency

L ‘ -" '
Back row: Stephen D. Harris; Ronald A. Staples; Peter V. Henderson; Michael J. Fox.

to increase our account openings at least two-fold Front row: Kimber A, Smith; Dr. Thomas L. Munzel; Mildred B. West;
Dr. Timothy K. Johnson.

C Introduce a new consumer checking account strategy

< Continue Old Point Trust & Financial Services growth in

revenues by continuing to market ourselves as the pre-

mier local provider of wealth management services. : SCUTHSIDE HEGIONAL BOARD

Of course, our involvement in the community, both by

our excellent staff and at the corporate level, will continue.
We are very proud of our home, the Hampton Roads area

of Virginia, and support the quality of life here.

Avywal FzzTis

As always, we are grateful for the support of our share-
holders, the guidance of our directors and regional
boards, the dedication of our staff and the loyalty of
our custorners. We welcome your suggestions and input.
We look forward to seeing you at our annual Stock-
holders’ meeting, to be held April 26, 2005 at the new
Hampton Roads Convention Center in Hampton, Vir-
ginia. We expect a large turnout for the meeting and

Back row: Robert L. Riddle; Robert G. Bielat; Gerald E. Hansen; Dr. Mason C.
reception in the beautiful building, the newest addition to Andrews; Chris Wood.

. . . . Front row: James L. Knox: Jane C. Gardner; Tom B. Langley; Melvin R. Zimm.
Hampton Roads meeting places. Old Point Financial By
Corporation will be one of the first groups

to use the Convention Center.

OLD POINT FINANCIAL CORPORATION



MANAGEMENT'S DiISCUSS!ION AND ANALYSIS OF FINANCIAL F

he following discussion is intended to assist readers in understanding and evaluating
| the financial condition, changes in financial condition and the results of operations
of Old Point Financial Corporation (the “Company” ). Old Point Financial Corporation
consists of the parent company and its wholly-owned subsidiaries, The Old Point National
__Bank of Phoebus and Old Point Trust & Financial Services, N.A., collectively referredto as

the Company. This discussion should be read in conjunction with the consolidated finan-

cial statements and other financial information contained elsewhere in this report.

CauTiow ABJur FORWARD-LOOKING STATEMENTS

In addition to historical information, this report may
contain forward-looking statements. For this purpose,
any statement, that is not a statement of historical fact
may be deemed to be a forward-looking statement.
These forward-looking statements may include state-
ments regarding profitability, liquidity, allowance for
loan losses, interest rate sensitivity, market risk, growth
strategy and financial and other goals. Forward-looking
statements often use words such as “believes,”

ELENTY

“expects,” “plans,” “may,” “will,” “should,” “projects,”

%L

anticipates,” “forecasts,” “intends” or

LAY

“contemplates,
other words of similar meaning. You can also identify
them by the fact that they do not relate strictly to his-
torical or current facts. Forward-looking statements are
subject to numerous assumptions, risks and uncertain-
ties, and actual results could differ materially from his-
torical results or those anticipated by such statements.
Factors that could have a material adverse effect on
the operations and future prospects of the Company
include, but are not limited to, changes in: interest rates,
general economic conditions, monetary and fiscal poli-
cies of the U.S. Government, including policies of the
Office of the Comptroller of the Currency, U.S. Treasury
and the Federal Reserve Board, the quality or composi-
tion of the loan or investment portfolios, demand for
loan products, deposit flows, competition, and account-
ing principles, policies and guidelines. These risks and
should be

uncertainties considered in

2004 ANNUAL REPORT

evaluating the forward-looking statements contained
herein, and readers are cautioned not to place undue
reliance on such statements. Any forward-looking state-
ment speaks only as of the date on which it is made,
and we undertake no obligation to update any forward-
looking statement to reflect events or circumstances
after the date on which it is made. In addition, past
results of operations are not necessarily indicative of
future results.

ExccuTivE OVERVIEW

Description of Operations Headquartered in Hampton,
Virginia, Old Point Financial Corporation is the locally
owned parent company of Old Point Trust & Financial
Services, N.A. and The Old Point National Bank of
Phoebus. Old Point Trust & Financial Services, N.A. is
a wealth management services provider. The Old Point
National Bank of Phoebus (OPNB) offers a complete
line of consumer, mortgage and business banking
services, including loan, deposit, cash management, and
investment management services to individual and
business customers. OPNB is an independent commu-
nity bank with 16 branches throughout the Hampton
Roads localities of Chesapeake, Hampton, Newport
News, Norfolk, York County and Williamsburg/James
City County.

Primary Financial Data for 2004 The Company
earned $8.6 million in 2004, a 9.7% increase in net
income from 2003. Basic earnings per share increased

from $1.98 in 2003 to $2.15 in 2004 and diluted




CONDITION AND

earnings per share increased from $1.92 to $2.10. The
Company’s increase in net income is mainly attributed
to income from service charges on deposit accounts due
to the fees associated with Old Point Overdraft
Privilege, which began in April 2004.

Significant Factors Affecting Earnings in 2005 The
Company plans on opening three new branches in 2005.
As with any new facility a negative effect on income is
expected in the first few years. In 2005 the Company will
also implement a marketing strategy to increase our
customer base by acquiring more consumer checking
accounts.

Camear Accounting Beiatss

The accounting and reporting policies of the Company
are in accordance with U.S. generally accepted
accounting principles (“GAAP”) and conform to gen-
eral practices within the banking industry. The
Company’s financial position and results of operations
are affected by management’s application of account-
ing policies, including estimates, assumptions and judg-
ments made to arrive at the carrying value of assets and
liabilities and amounts reported for revenues, expenses
and related disclosures. Different assumptions in the
application of these policies could result in material
changes in the Company’s consolidated financial posi-
tion and/or results of operations. The accounting policy
that required management’s most difficult, subjective or
complex judgments is the Company’s Allowance for

Loan Losses, which is described below.

Ariowarce For Loax Losess

The allowance for loan losses is an estimate of the
losses that may be sustained in the loan portfolio. The
allowance is based on two basic principles of account-
ing. (1) Statement of Financial Accounting Standards
(SFAS) No. 5 Accounting for Contingencies, which
requires that losses be accrued when occurrence is prob-
able and estimable and (2) SFAS No. 114, Accounting

by Creditors for Impairment of a Loan, which requires

RESULTS OF OPERATIONS

that losses be accrued based on the differences between
the value of collateral, present value of future cash flows
or values that are observable in the secondary market
and the loan balance.

The Company’s allowance for loan losses is the accu-
mulation of various components that are calculated
based on independent methodologies. A1l components
of the allowance represent an estimation performed
pursuant to either SFAS No. 5 or SFAS No. 114
Management’s estimate of each SFAS No. 5 component
is based on certain observable data that management
believes are most reflective of the underlying credit
losses being estimated. This evaluation includes credit
quality trends; collateral values; loan volumes; geo-
graphic, borrower and industry concentrations; season-
ing of the loan portfolio; the findings of internal credit
quality assessments and results from external bank reg-
ulatory examinations. These factors, as well as historical
losses and current economic and business conditions,
are used in developing estimated loss factors used in
the calculations.

The Company adopted SFAS No. 114, which has
been amended by SFAS No. 118, Accounting by Cre-
ditors for Impairment of a Loan — Income Recognition
and Disclosures. SFAS No. 114, as amended, requires
that the impairment of loans that have been separately
identified for evaluation is to be measured based on the
present value of expected future cash flows or, alterna-
tively, the observable market price of the loans or the fair
value of the collateral. However, for those loans that are
collateral dependent (that is, if repayment of those loans
is expected to be provided solely by the underlying col-
lateral) and for which management has determined fore-
closure is probable, the measure of impairment is to be
based on the net realizable value of the collateral. SFAS
No. 114, as amended, also requires certain disclosures
about investments in impaired loans and the allowance

for loan losses and interest income recognized on loans.

OLD POINT FINANCIAL CORPORATION



Reserves for commercial loans are determined by
applying estimated loss factors to the portfolio based on
management’s evaluation and “risk grading” of the com-
mercial loan portfolio. Reserves are provided for non-
commercial loan categories using estimated loss factors
applied to the total outstanding loan balance of each loan
category. Specific reserves are determined on a loan-by-
loan basis based on management’s evaluation of the
Company’s exposure for each credit, given the current
payment status of the loan and the net market value of
any underlying collateral.

While management uses the best information available
to establish the allowance for loan and lease losses, future
adjustment to the allowance may be necessary if economic
conditions differ substantially from the assumptions used
in making the valuations or, if required by regulators,
based upon information available to them at the time of
their examinations. Such adjustments to original esti-
mates, as necessary, are made in the period in which these
factors and other relevant considerations indicate that loss
levels may vary from previous estimates.

Incowe Taxzs

The Company recognizes expense for federal income
and state bank franchise taxes payable as well as deferred
federal income taxes for estimated future tax effects of
temporary differences between the tax basis of assets and
liabilities and amounts reported in the consolidated
financial statements. Income and franchise tax returns
are subject to audit by the IRS and state taxing authori-
ties. Income and franchise tax expense for current and
prior periods is subject to adjustment based on the out-
come of such audits. The Company believes it has ade-
quately provided for all taxes payable.

EARNINGS SUMMARY

Net income was $8.6 million, or $2.10 diluted earnings
per share in 2004 compared to $7.8 million, or $1.92
diluted earnings per share in 2003 and $7.1 million, or
$1.77 diluted earnings per share in 2002. The net income
for 2004 was in-line with management expectations

for the year.

SR
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Return on average assets was 1.28% in 2004,
1.30% in 2003 and 1.30% in 2002. Return on average
equity was 12.91% in 2004, 12.81% in 2003 and
12.80% in 2002.

For the past five years return on average assets
has averaged 1.23% and return on average equity
has averaged 12.37%. Selected Financial Highlights
summarizes the Company’s performance for the past
five years.

Nzt lTERZST [NCOME

The principal source of earnings for the Company is net
interest income. Net interest income is the difference
between interest and fees generated by earning assets
and interest expense paid to fund them. Changes in the
volume and mix of interest-earning assets and interest-
bearing liabilities, as well as their respective yields and
rates, have a significant impact on the level of net inter-
est income. The net interest yield is calculated by divid-
ing tax equivalent net interest income by average earning
assets. Net interest income, on a fully tax equivalent
basis, was $25.4 million in 2004, up $712 thousand from
2003 and up $2.0 million from 2002. The net interest
yield was 4.05% in 2004 as compared to 4.37% in 2003
and 4.57% in 2002.

Tax equivalent interest income increased $317 thou-
sand, or .01%, in 2004. Average earning assets grew
$62.0 million, or 10.95%. Total average loans increased
$31.6 million, or 8.17%, while average investment secu-
rities increased $32.8 million, or 20.11%. The yield on
earning assets decreased in 2004 by fifty-five basis
points primarily due to declining yields in the invest-
ment portfolio.

Interest expense decreased $395 thousand, or 4.10%,
in 2004 while interest-bearing liabilities increased
11.66% in 2004. The cost of funding those liabilities
decreased 32 basis points.

The following table shows an analysis of average earn-

ing assets, interest-bearing liabilities and rates and yields.




AveRAGE BALANCE SHEETS, NET INTEREST INCOME™® AND RATES*

For the years ended December 31, 2004 2003 2002
Average Average Average
Interest  Rates Interest Rates Interest  Rates
Average Income/ Earned/ Average  Income/ Earned/ Average  Income/ Earned/
Balance Expense Paid Balance  Expense Paid Balance  Expense Paid
(in thousands)
fsszTs
Loans $ 418,781 $ 26,361 6.29% $ 387,137 $ 26,538 6.85% $ 362,228 §$ 27,320 7.54%
Investment securties:
Taxable 155,601 5,288 3.40% 116,993 4,368 3.73% 84,867 4279 5.04%
Tax-exempt 40,063 2,861 7.14% 45,907 3,206 7.18% 49,097 3,540 7.21%
Total investment securities 195,664 8,149 4.16% 162,900 7,664 4.70% 133,964 7,819 5.84%
Federal funds sold 13,475 173 1.28% 15,902 164 1.03% 16,120 250 1.55%
Total earning assets 627,920 34,683 5.52% 565,939 34,366 6.07% 512,312 35389 691%
Reserve for loan losses (4,723) (4,789) (4,304)
623,197 561,150 508,008
Cash and due from banks 16,397 13,906 11,478
Bank premises and equipment 16,341 14,170 14,718
Other assets 13,934 11,509 8,980
Total assets S 669.869 $ 600,735 $ 543,184
LABUmEs ane STeCr3s s oy
Time and savings deposits:
Interest-bearing
transaction accounts $ 96354 % 25 0.26% 10,160 % 35 034% $ 7922 $ 46 0.58%
Money market deposit
accounts 138,776 798 0.58% 120,206 817 0.68% 110,767 1,242 1.12%
Savings accounts 41,937 213 051% 36,613 205 0.56% 31,940 302 0.95%
Time deposits,
$100,000 or more 68,434 1,536 2.24% 56,944 1,597 2.80% 56,048 1,991 3.55%
Other time deposits 139,771 4,042 2.89% 147,822 4,704 3.18% 142,591 6,306 4.42%
Total time and savings
deposits 398,572 6,614 1.66% 371,745 7,358 1.98% 349,268 9,887 2.83%
Federal funds purchased,
securities sold under
agreement to repurchase
& FHLB advances 88,498 2,615 2.95% 64,296 2,278 3.54% 52,274 2,038 3.90%
Other short term borrowings 1,667 19 1.14% 1,673 7 042% 2,172 31 1.43%
Total interest-bearing
liabilities 488,737 9,248 1.89% 437,714 9,643 2.20% 403,714 11,956 2.96%
Demand deposits 112,043 99,322 82,028
Other liabilities 2,671 2,613 2,363
Total liabilities 603,451 539,649 488,105
Stockholders’ equity 60,418 61,086 55,079
Total liabilities and ‘
stockholders’ equity $ 669,869 $ 600,735 $ 543,184
Net interest income/yield $ 25,435 4.05% $ 24,723 4.37% $ 23,433 457%

*Computed on a fully taxable equivalent basis using a 34% rate

[nTERES” Szismwy

An important element of earnings performance and the main-
tenance of sufficient liquidity is proper management of the
interest sensitivity gap and liquidity gap. The interest sensi-

tivity gap is the difference between interest sensitive assets

and interest sensitive liabilities in a specific time interval. This
gap can be managed by repricing assets or liabilities, which are
variable rate instruments, by replacing an asset or liability at
maturity or by adjusting the interest rate during the life of the

asset or liability. Matching the amounts of assets and liabilities
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maturing in the same time interval helps to hedge interest rate risk
and to minimize the impact of rising or falling interest rates on net
interest income.

The Company determines the overall magnitude of interest
sensitivity risk and then formulates policies governing asset gen-
erating and pricing, funding sources and pricing, and off-balance
sheet commitments. These decisions are based on management’s
expectations regarding future interest rate movements, the state
of the national and regional economy, and other financial and
business risk factors. The Company uses computer simulations to
measure the effect of various interest rate scenarios on net interest
income. This modeling reflects interest rate changes and the
related impact on net interest income and net income over speci-
fied time horizons.

Based on scheduled maturities only, the Company was liability
sensitive as of December 31, 2004. It should be noted, however,
that non-maturing deposit liabilities totaling $200 million, which
consist of interest checking, money market, and savings accounts,
are less interest sensitive than other market driven deposits. In a
rising rate environment these deposit rates have historically

lagged behind the changes in earning asset rates, thus mitigating

the impact from the lLiability sensitivity position. The asset/liabil-
ity model allows the Company to reflect the fact that non-maturing
deposits are less rate sensitive than other deposits by using a decay
rate. The decay rate is a kind of artificial maturity that simulates
maturities for non-maturing deposits over the number of months
that more closely reflects historic data. Using the decay rate, the
model reveals that the Company is slightly asset sensitive.

When the Company is asset sensitive, net interest income
should improve if interest rates rise since assets will reprice faster
than liabilities. Conversely, if interest rates fall, net interest
income should decline.

The most likely scenario represents the rate environment as
management forecasts it to occur. From this base, rate shocks in
100 basis point increments are applied to see the impact on the
Company’s earnings. The rate shock model reveals that a 100
basis point drop in rates would cause approximately a 6.36%
decrease in net income. The rate shock model reveals that a 100
basis point rise in rates would cause approximately a 1.22%
increase in net income and that a 200 basis point rise in rates
would cause approximately a 2.49% increase in net income at
December 31, 2004.

The following table reflects the earlier of the maturity or repricing data for various assets and liabilities as of December 31, 2004:

INTEREST SEXSITIVITY ANALYSIS

As of December 31, 2004 Within
3 Months

4-12 1-5 Over 5

Months Years Years Total

Uses of funds:

(in thousands)

Federal funds sold $ 1978 — $ — 3 — $ 1978
Taxable investments 12,736 1,802 155,181 1,107 170,826
Tax-exempt investments 302 1,353 17,213 21,110 39,978
Total investments 15,016 3,155 172,394 22,217 212,782
Loans:
Commercial 22,244 898 22,751 4,723 50,616
Tax-exempt 87 — — 2,481 2,568
Consumer 6.818 2,442 43,957 13,913 67,130
Real estate 77,320 6,640 162,033 61,331 307,324
Other 1,900 41 3,374 300 5,615
Total loans 108,369 10,021 232,115 82,748 433,253
Total earning assets $ 123,385 13,176 $ 404,509 $ 104,965 $ 646,035
Sources of funds:
Interest checking deposits 10,212 — — — 10,212
Money market deposit accounts 147,325 — — — 147,325
Regular savings accounts 42,948 — — — 42,948
Time deposits, $100,000 or more 23,550 14,859 27,174 — 65,583
Other time deposits 22,430 46,322 75.811 — 144,565
Federal funds purchased, securities sold under
agreements to repurchase and FHLB advances 65,769 — 5,000 30,000 100,769
Other borrowed money 3,159 — — — 3,159
Total interest bearing liabilities $ 315,393 $ 61,182 $ 107,985 $ 30,000 $ 514,561
Rate sensitivity GAP $ (192,008) $ (48,006) $ 296,524 $ 74,965 $ 131,474
Cumulative GAP $ (192,008)  $ (240,015) $ 56,509 $ 131,474
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Provision For Loan Lossss

The provision for loan losses is a charge against earn-
ings necessary to maintain the allowance for loan losses
at a level consistent with management’s evaluation of the
loan portfolio.

The provision for loan losses decreased to $850 thou-
sand in 2004 and was $1.0 million in 2003 and $1.7 mil-
lion in 2002. The decrease was due to the quarterly
calculation of the allowance for loan loss. Although loans
charged off for 2004 increased from 2003 as detailed in
the next paragraph, a large portion of the charge off
amount was specifically allocated in the allowance in pre-
vious years. Therefore, additional provisions in 2004
were unnecessary.

Loans that were charged off during 2004 totaled $1.7
million compared to $1.2 million in 2003 and $1.4 mil-
lion in 2002. Recoveries amounted to $351 thousand in
2004, $462 thousand in 2003 and $383 thousand in
2002. The Company’s net loans charged off to year-end
loans were 0.32% in 2004, 0.18% in 2003, and 0.27%
in 2002. The allowance for loan losses, as a percentage
of year-end loans, was .99% in 2004, 1.19% in 2003,
and 1.21% in 2002.

As of December 31, 2004, nonperforming assets were
$567 thousand, up from $408 thousand at year-end 2003.
Nonperforming assets consist of loans in nonaccrual
status and other real estate. The 2004 total consisted of
other real estate of $165 thousand and $402 thousand in
nonaccrual loans. The other real estate consists of $165
thousand in commercial property originally acquired as a
potential branch site and now listed for sale. Nonaccrual
loans consisted of $285 thousand in real estate loans and
$117 thousand in commercial loans not secured by real
estate. Loans still accruing interest but past due 90 days or
more increased to $1.1 million as of December 31, 2004
compared to $736 thousand as of December 31, 2003.
NowiNTEREST INCOME
Noninterest income increased $2.0 million, or 26.14%
in 2004 from 2003 compared to an increase of $326
thousand, or 4.56% in 2003 from 2002. The growth in
other income is attributed to increases in fiduciary
income, service charges on deposit accounts and secu-

rities gains. The increase in fiduciary income can be

attributed to fee increases that were implemented in
2004. Service charges on deposit accounts increased
due to the fees associated with a new service called Old
Point Overdraft Privilege, which began in April 2004.

NewinTEREST EXPENSES

Noninterest expenses increased $1.6 million, or 8.04%
in 2004 over 2003 after increasing 7.13% in 2003 from
2002. Salaries and employee benefits increased by $1.1
million, or 9.02%, as a result of normal yearly salary
increases, staffing expenses for a new branch that was
opened in late 2003, and back office staffing expenses.
Occupancy expenses increased $62 thousand or 2.12%.
Other operating expenses increased $422 thousand, or
9.25% in 2004 over 2003 due to outside loan review
services, Sarbanes-Oxley consulting services and fees
paid to consultants in reference to the Old Point
Overdraft Privilege product that was introduced in April
2004. The Company anticipates a continued trend of
increases in other expense in future periods. Salaries
and employee benefits increases as well as occupancy
expenses will continue as the Company continues to
expand its branch system in 2005. The Company also
expects increases to back office staffing expense and
consulting and accounting fees related to the imple-
mentation of changes to meet the requirements of
Section 404 of Sarbanes-Oxley.

BALANCE SHEET REVIEW

At December 31, 2004, the Company had total assets of
$686.3 million, up 6.25% from $645.9 million at
December 31, 2003. Total loans as of December 31, 2004
were $433.3 million, up 6.95% from $405.1 million at
December 31, 2003. The Company realized significant
growth in the real estate category of loans. Note 4 of the
consolidated financial statements details the loan volume
by category for the past two years.

Average assets in 2004 were $669.9 million compared to
$600.7 million in 2003. The growth in assets in 2004 was
due to the increase in average investments, which were up
20.11% and average loans, which were up 8.17% in 2004,

Total investment securities at December 31, 2004
were $210.8 million, up 13.80% from $185.2 million on
December 31, 2003. The goal of the Company is to
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provide maximum return on the investment portfolio
within the framework of its asset/liability objectives.
These objectives include managing interest sensitivity,
liquidity and pledging requirements.

At December 31, 2004, total deposits increased to
$512.2 million, up 4.43% from $490.4 million on
December 31, 2003. Noninterest-bearing deposits
decreased $12.6 million, or 11.02% at year-end 2004
over 2003. Savings deposits increased $20.2 million,
or 11.19% in 2004 over 2003. Time deposits increased
$14.1 million, or 7.21% in 2004 from 2003. Several new
time deposit products were introduced in 2004 that
offered a choice of higher rates or special features.
In July 2004 a free checking product was introduced

along with a restructuring of the consumer checking and

interest-bearing account products to better meet the needs

of the customer.

CapitaL RESOURCES

Total stockholders’ equity as of December 31, 2004 was
$69.1 million, up 9.23% from $63.3 million on December
31, 2003. The Company’s capital position remains strong
as evidenced by the regulatory capital measurements.
Under the banking regulations, Total Capital is composed
of core capital (Tier 1) and supplemental capital (Tier 2).
Tier 1 capital consists of common stockholders’ equity less
goodwill. Tier 2 capital consists of certain qualifying debt
and a qualifying portion of the allowance for loan losses.
The following is a summary of the Company’s capital
ratios for 2004, 2003 and 2002. As shown below, these

ratios were all well above the regulatory minimum levels.

2004 REGULATORY REQUIREMENTS 2004 2003 2002
Tier 1 4.00% 14.45% 14.06% 13.91%
Total Capital 8.00% 15.35% 15.17% 15.12%
Tier 1 Leverage 3.00% 9.95% 9.74% 9.79%

Year-end book value was $17.23 in 2004 and $15.92 in
2003. Cash dividends were $2.5 million, or $0.62 per
share in 2004 and $2.1 million, or $0.54 per share in 2003.
The common stock of the Company has not been exten-
sively traded. The table below shows the high and low

closing prices for each quarter.of 2004 and 2003. The

and the prices below are based on trade information. There
were 1,319 stockholders of the Company as of December
31, 2004. This stockholder count does not include stock-
holders who hold their stock in a nominee registration.
The following is a summary of the dividends paid and

market price on Old Point Financial Corporation common

stock is quoted on the Nasdaq under the symbol “OPOF” stock for 2004 and 2003.
2004 2003
Market Value Market Value
Dividend High Low Dividend High Low

1st Quarter $0.15 $34.00 $28.75 $0.12 $37.13 $25.00

2nd Quarter $0.15 $31.89 $27.50 $0.12 $39.00 $29.00

3rd Quarter $0.16 $30.86 $29.50 $0.15 $34.30 $27.30

4th Quarter $0.16 $34.75 $29.90 $0.15 $34.31 $28.25
LiouipTy tional funds through liability management. Liquid assets

Liquidity is the ability of the Company to meet present
and future financial obligations through either the sale
or maturity of existing assets or the acquisition of addi-
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eral funds sold, investments in securities and loans

maturing within one year.




In addition, secondary sources are available through
the use of borrowed funds if the need should arise. The
Company’s sources of funds include a large stable
deposit base and secured advances from the Federal
Home Loan Bank. As of December 31, 2004, the
Company had $34 million in Federal Home Loan Bank
(FHLB) borrowing availability. The Company has avail-
able short-term unsecured borrowed funds in the form of
federal funds with correspondent banks. As of year-end
2004, the Company had $40 million available in federal

funds to handle any short-term borrowing needs.

As a result of the Company’s management of liquid
assets, availability of borrowed funds and the ability to
generate liquidity through liability funding, management
believes that the Company maintains overall liquidity suf-
ficient to satisfy its depositors’ requirements and to meet its
customers’ future borrowing needs.

The following table sets forth information relating to the
Company’s sources of liquidity and the outstanding com-
mitments for use of liquidity at December 31, 2004 and
December 31, 2003. Dividing the total sources of liquidity
by the outstanding commitments for use of liquidity

derives the liquidity coverage ratio.

Liouiorry Sources axn Uses

December 31, 2004

December 31, 2003

Total In Use  Available Total In Use Available
(in thousands)
Sources:
Federal funds lines of credit $ 40,000 — $ 40,000 $ 30,000 — $ 30,000
Federal Home Loan Bank
advances 88,590 55,000 33,590 83,407 50,000 33,407
Federal funds sold 1,978 14,969
Securities, available for sale
and unpledged at fair value 85,839 74,971
Total short-term funding sources $161,407 $153,347
Uses:
Unfunded loan commitments
and lending lines of credit $ 36,216 $ 43,648
Letters of credit 1,572 487
Commitments to Purchase 1,190 790
Assets
Anticipated decline in Borrowed
Funds (Demand Note) 3,159 1,811
Total potential short-term
funding uses $ 42,137 $ 46,736
Ratio of short-term funding
sources to potential uses 383.1% 328.1%

Management is not aware of any market or institutional
trends, events or uncertainties that are expected to have a
material effect on the liquidity, capital resources or opera-
tions of Old Point Financial Corporation. Nor is manage-
ment aware of any current recommendations by regulatory
authorities that would have a material effect on liquidity,
capital resources or operations. The Company’s internal
sources of such liquidity are deposits, loan and investment

repayments and securities available for sale. The Com-

pany’s primary external source of liquidity is advances from
the FHLB of Atlanta.

EFFzcTS OF INFLATION

Management believes that the key to achieving satisfactory
performance in an inflationary environment is its ability to
maintain or improve its net interest margin and to generate ad-
ditional fee income. The Company’s policy of investing in and
funding with interest-sensitive assets and liabilities is intended

to reduce the risks inherent in a volatile inflationary economy.
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Qrr-BaLance SHeET Lenping RELATED COMMITMENTS ConrracTuaL OBLIGATIONS
The Company had $94.0 million in consumer and com- In the normal course of business there are various outstanding
mercial commitments at December 31, 2004. The Company contractual obligations of the Company that will require future
also had $5.2 million at December 31, 2004 in letters of cash outflows. In addition, there are commitments and contingent
credit that the Bank will fund if certain future events occur. liabilities, such as commitments to extend credit that may or may

The Company has the liquidity and capital resources to not require future cash outflows. The following table provides the
handle these commitments in the normal course of business. Company’s contractual obligations as of December 31, 2004:

Payments due by period
1 year More than
CONTRACTUAL OBLIGATIONS Total and less 2-3 years 4-5 years 5 years
(in thousands)
Short-Term Debt Obligations $ 48,928 § 48928 — — —
Long-Term Debt Obligations $ 55,000 $ 5,000 $ 15,000 $ 20,000 $ 15,000
Operating Lease Obligations $ 1,522 $ 320 $ 648 $ 401 $ 153
Funding Obligations $ 1,048 $ 1,048 —_ — —
Total contractual cash

obligations excluding deposit $ 106,498 $ 55,296 $ 15,648 $ 20,401 $ 15,153

Deposits $512,160 $ 409,175 $ 72,154 $ 21,717 $ 9,114
Total $ 618,658 $ 464,471 $ 87,802 $ 42,118 § 24,267

Short-term debt obligations include federal funds pur- As of December 31, 2004, there are no other material
chased, securities sold under agreement to repurchase and changes in the Company’s contractual obligations disclosed
Demand Note US Treasury. As of December 31, 2004, the in Old Point Financial Corporation’s Annual Report on
long-term debt obligations of Federal Home Loan Bank Form 10-K for the year ended December 31, 2003.
(FHLB) advances increased to $35 million as compared to
$50 million as of December 31, 2003.

SnorT-Tery BORROWINGS
Short-term borrowings consist of the following at December 31, 2004, 2003 and 2002.

2004 2003 2002
Balance Rate Balance Rate Balance Rate
(in thousands)

Balance at December 31,

Federal funds purchased $ — 0.00% $ — 0.00% $ — 0.00%
Securities sold under agreement to repurchase 45,768 1.02% 38,007 0.93% 21,283 1.13%
U.S. treasury demand notes and other

borrowed money 3,160 2.00% 1,811 0.75% 6,000 1.00%
Total § 48,928 $ 39,818 $ 27,283
Average daily balance outstanding:
Federal funds purchased $ 1,269 1.82% $ 116 0.53% $ 1 1.80%
Securities sold under agreement to repurchase 32,978 1.04% 22,162 1.01% 25,475 1.50%
U.S. treasury demand notes and other

borrowed money 1,667 1.15% 1,673 0.93% 2,172 1.43%
Total $ 35914 1.07% $ 23,951 1.00% § 27,648 1.49%
The maximum amount outstanding

at any month-end:
Federal funds purchased $ — $ — $ —
Securities sold under agreement to repurchase  $ 46,067 $ 38,502 $26,098
U.S. treasury demand notes and other

borrowed monev $ 5,316 S 6,000 $ 6,000
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REPORT OF NDZPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Yount, Hyde & Barbour, P.C.
Certified Public Accountants
and Consultants

To the Shareholders and Board of Directors
Old Point Financial Corporation
Hampton, Virginia

We have audited the accompanying consolidated balance sheet of Old Point Financial Corporation and subsidiaries
as of December 31, 2004 and the related consolidated statements of income, changes in shareholders’ equity and cash flows for the year
ended December 31, 2004. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit. The financial statements of Old Point Financial Corporation and
subsidiaries for the years ended December 31, 2003 and 2002 were audited by other auditors whose report, dated February 27, 2004,
expressed an unqualified opinion on those statements.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Old
Point Financial Corporation and subsidiaries as of December 31, 2004, and the results of their operations and their cash flows for the year
ended December 31, 2004, in conformity with U.S. generally accepted accounting principles.

oo, Kylie [ b 1,

Winchester, Virginia
January 20, 2005

CORPORATE INFORMATION

Analysts, investors and others seeking financial information about Old Point Financial Corporation should contact

Lani Chisman Davis, Marketing Director (757/728-1286). TRANSFER AGENT EquiServe Trust Company, N.A., P.O. Box 43012,
Providence, RI 02940-3012. Shareholder inquiries: 1-800-633-4236 ¢ www.equiserve.com. Investors who have questions about their
accounts, wish to change ownership of their stock or wish to report lost, stolen or destroyed certificates please contact EquiServe.
Investors may also gain access to their Old Point Financial Corporation stock information by visiting www.oldpoint.com and click-
ing on the “Investor Relations” link and following the links from Shareholder Services to Account Access.

Annual MEETING The Old Point Financial Corporation Annual Meeting of Shareholders will be held April 26, 2005, at the new
Hampton Roads Convention Center in Hampton, Virginia.

Form 10-[{ Copies of O1d Point Financial Corporation’s Annual Report to the Securities and Exchange Commission, Form 10-K, may
be obtained after March 31, 2005 by writing: Laurie D. Grabow, Chief Financial Officer and Senior Vice President of Finance, Old Point
Financial Corporation, P.O. Box 3392, Hampton, Virginia 23663.

Naspae Svazor: OPO? Old Point Financial Corporation stock is traded on the Nasdaq SmallCap market. The Nasdag symbol is OPOF.

InpEPENDENT ACCOURTANTS Yount, Hyde & Barbour, P.C., Winchester, VA 22601

-
r
2

OLD POINT FINANCIAL CORPORATION



OLp PoiINT FINANCIAL CORPORATION AND SUBSI!DIARIES
CoONSCLIDATED BALANCE SFEETS

December 31, 2004 2003
(in thousands)
ASSETS
Cash and due from banks $ 11,595 $ 18,384
Federal funds sold 1,978 14,969

Cash and cash equivalents 13,573 33,353
Securities available-for-sale, at fair value 201,380 172,859
Securities held-to-maturity (fair value approximates $9.542 and $12.922) 9,424 12,389
Loans, net of allowance for loan losses of $4,303 and $4,833 428,950 400,279
Premises and equipment, net 18,543 14,163
Other assets 14,405 12,872

$ 686,275 $ 645,915
LiagiLImES & STOCKHOLCERS' EQUITY
Deposits:

Noninterest-bearing deposits $ 101,527 $ 114,101

Savings deposits 200,485 180,307

Time deposits 210,148 196,014

Total deposits 512,160 490,422
Federal funds purchased, repurchase agreements and other borrowings 48,928 39,818
Federal Home Loan Bank advances 55,000 50,000
Accrued expenses and other liabilities . 1,048 2,376

Total liabilities 617,136 582,616
Commitments and contingencies
Stockholders’ Equity:

Common stock, $5 par value, 10,000,000 shares authorized,

4,013,644 and 3,976,019 shares issued 20,068 19,880
Additional paid-in capital 14,074 12,433
Retained earnings 34,804 30,246
Accumulated other comprehensive income 193 740

Total stockholders’ equity 69,139 63,299

$ 686,275 $ 645,915

See Notes to Consolidated Financial Statements.
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OLb PoiNT = NANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2004 2003 2002
) (in thousands, except per share data)
IurzazsT Axp DivIDENT XCTYE:
Interest and fees on loans 26,290 $ 26,459 27.247
Interest on federal funds sold 173 165 250
Interest on securities:
Taxable 5,152 4,255 4,182
Tax-exempt 1,889 2,175 2,337
Dividends and interest on all other securities 135 113 96
Total interest and dividend income 33,639 33,167 34,112
IoveREST ExPENSE:
Interest on savings deposits 1,032 1,057 1,590
Interest on time deposits 5,582 6,301 8,297
Interest on federal funds purchased, securities sold
under agreement to repurchase and other borrowings 3N 231 413
Interest on Federal Home Loan Bank advances 2,263 2,054 1,656
Total interest expense 9,248 9,643 11,956
Net interest income 24,391 23,524 22,156
Provision for loan losses 850 1,000 1,700
Net interest income, after provision for loan losses 23,541 22,524 20,456
NMowNTEREST [NCOME:
Income from fiduciary activities 2,530 2,224 2,223
Service charges on deposit accounts 4,348 2,942 2,880
Other service charges, commissions and fees 1,523 1,263 1,083
Income from bank owned life insurance 458 428 332
Net gain on available-for-sale securities 215 60 14
Other operating income 346 551 610
Total noninterest income 9,420 7,468 7,142
NoNINTEREST EXNPENSE:
Salaries and employee benefits 13,201 12,109 11,077
Occupancy and equipment 2,985 2,923 2,811
Postage and courier 443 405 371
Service fees 615 486 336
Data processing 591 488 549
Customer development 404 353 415
Employee professional development 470 427 430
Other 2,463 2,405 2,302
Total noninterest expenses 21,172 19,596 18,291
Income before income taxes 11,789 10,396 9,307
Income tax expenses 3,209 2,571 2,256
Net income 8,580 3 7,825 7,051
Basic EARMINGS PER SFARE
Average shares outstanding (in thousands) 3,997 3,959 3914
Net income per share of commen stock 2.1s $ 1.98 1.80
DiLuTED EARNINGS PER SHAR
Average shares outstanding (in thousands) 4,086 4,080 3,994
Net income per share of common stock 2.10 $ 1.92 1.77

See Notes to Consolidared Financial Statements.
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OLp PoINT FinanciAL CORPORATION AND SUBSIDIARIES
CONSOCLIDATED STATEMENTS OF CAsH FLOWS

Years Ended December 31, 2004 2003 . 2002
(in thousands)
Casn Frows From QPeRATING ACTIVITIES
Net income $ 8,580 $ 7,825 7,051
Adjustments to reconcile net income to net
cash provided by operating activities: -
Depreciation and amortization 1,270 1,325 1,361
Provision for loan losses 850 1,000 1,700
Net gain on sale of available-for-sale securities (172) — —
Net gain on call of available-for-sale securities 43) (60) (14)
Net amortization of securities 31 45 75
Loss on disposal of equipment 9 6 94
Loss on sale of other real estate owned 6 41 —
Deferred tax expense (benefit) 401 37 (259)
Increase in other assets (1,244) (2,382) (6,011)
Increase (decrease) in other liabilities (447) 43 211
Net cash provided by operating activities 9,241 7,880 4,208
CasH FLows FROM IKVESTING ACTIVITIES
Purchases of securities (119,456) (163,267) (78,093)
Proceeds from maturities and calls of securities 74,706 132,727 59,582
Proceeds from sales of available-for-sale securities 17,213 147 1,350
Loans made to customers (147,355) (176,139) (159,417)
Principal payments received on loans 117,833 148,257 126,910
Purchases of premises and equipment (5,659) (2,215) (833)
Proceeds from sales of premises and equipment — 1 517
Additions to other real estate owned — (605) (1,661)
Proceeds from sales of other real estate owned 42 1,229 1,835
Net cash used in investing activities (62,676) (59,865) (49,810)
Cast FLows FrRom Fryancing ACTIVITIES
Increase (decrease) in noninterest-bearing deposits (12,574) 23,480 10,643
Increase in savings deposits 20,185 20,591 18,229
Proceeds from the sale of time deposits 124,236 77,434 116,702
Payments for maturing time deposits (110,109) (85,135) (103,825)
Increase (decrease) in federal funds purchased and
repurchase agreements 7,761 16,723 (7,038)
Increase in Federal Home Loan Bank advances 5,000 15,000 10,000
Increase (decrease) in interest bearing
demand notes and other borrowed money 1,349 (4,189) 5,631
Proceeds from issuance of common stock 676 427 378
Repurchase and retirement of common stock (466) — —
Effect of nonqualified stock options 78 — —
Cash dividends paid on common stock (2,481) (2,140) (1,776)
Net cash provided by financing activities 33,655 62,191 48,944
Net increase (decrease) in cash and cash equivalents (19,780) 10,206 3,342
Cash and cash equivalents at beginning of period 33,353 23,147 19,805
Cash and cash equivalents at end of period $ 13,573 $ 33,353 23,147
SurPLEMENTAL DiscLoSURES OF CASH FLOW INFORMATION
Cash payments for:
Interest $ 9,185 $ 9,819 12,251
Income taxes 2,775 2,571 2,256
SurPLEMENTAL SCHEDULE 6F NoNcasH TRANSACTIONS
Unrealized gain (loss) on investment securities $ 2,166) $ (1,161) 2,904
Change in minimum liability related to pension $ 882 $ (162) (366)
Transfer of property from Premises & Equipment to Other
Real Estate Owned $ — $ — 515

See Notes to Consolidated Financial Statements.
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OLD PoOINT

~INANCIAL CORPORATION AND SUBSIDIARIES

ConNsOLIDATED STATEMENTS OF CHANGES I[N

STOCKHOLDERS EQuUITY

Years ended December 31, 2004, 2003 and 2002

Accumulated
Shares of Additional Other
Common Common Paid-in Retained  Comprehensive
Stock Stock Capital Earnings Income Total
(in thousands, except per share data)
Baianee AT Drcemser 31, 2007 2,599,577 % 12,998 $ 10455 $ 27341 § 118§ 50912
Comprehensive income:
Net income — — 7.051 — 7,051
Unrealized holding gains
arising during the period
(net of tax, $992) 1,926 1,926
Reclassification adjustment,
{net of tax, $5) 9 9
Minimum pension liability
adjustment — —_ — (366) (366)
Total comprehensive income — — 7,051 1,551 8,602
Sale of common stock 37,400 140 710 (472) — 378
Stock dividend declared 1,299,743 6,546 (6,546) —
Cash dividends ($.453 per share) - — (1,776) — (1,776)
Bavance ar Decemser 31, 20°2 3,936,720 $ 19,684 $ 11,165 $ 25598 $ 1,669 $ 58,116
Comprehensive income:
Net income — — 7,825 — 7,825
Unrealized holding (losses) arising
during the period (net of tax, $374) (727) (727)
Reclassification adjustment,
(net of tax, $20) — — — (40) (40)
Minimum pension liability
adjustment - — — — (162) (162)
Total comprehensive income
(loss) i — — 7,825 (929) 6,896
Sale of common stock . 39,299 196 1,268 (1,037) — 427
Cash dividends ($.54 per share) —_ — (2,140) — (2,140)
Bavrance at Decemaer 31, 2003 3976019 $ 19880 $ 12433 $§ 30246 § 740§ 63,299
Comprehensive income:
Net income — — 8,580 — 8,580
Unrealized holding (losses) arising
during the period (net of tax $664) (1,287) (1,287)
Reclassification adjustment (net
of tax, $73) — — — (142) (142)
Minimum pension liability
adjustment — — — 882 882
Total comprehensive income
(loss) — — 8,580 (547) 8,033
Sale of common stock 53,374 267 1,563 (1,154) — 676
Repurchase and retirement of
common stock (15,749} ) — (387) (466)
Nonquatified stock options 78 78
Cash dividends ($.62 per share) — — (2,481) — (2,481)
Bavance av Decemser 31, 2004 4013644 § 20068 $ 14074 § 34804 $ 193§ 69,139

See Notes ro Consolidated Financial Statements.
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NoTtes To CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1, Senricant Accounting POLICIES

Principles of Consolidati an:

The consolidated financial statements include the accounts of Old Point Financial Corporation (“the Company”) and its wholly-
owned subsidiaries, The Old Point National Bank of Phoebus (“the Bank’) and Old Point Trust & Financial Services, N.A.
(“Trust”). All significant intercompany balances and transactions have been eliminated in consolidation.

Nature of Operations:

Old Point Financial Corporation is a holding company that conducts substantially all of its operations through two subsidiaries,
The Old Point National Bank of Phoebus and Old Point Trust & Financial Services, N.A. The Bank services individual and com-
mercial customers, the majority of which are in Hampton Roads. As of December 31, 2004, the Bank has sixteen branch offices.
The Bank offers a full range of deposit and loan products to its retail and commercial customers. Trust offers a full range of ser-
vices for individuals and businesses. Products and services include retirement planning, estate planning, financial planning, trust
accounts, tax services, and investment management services.

Use of Eslimates:

In preparing consolidated financial statements in conformity with U.S. generally accepted accounting principles, management is
required to make estimates and assumptions that affect the reported amounts of assets and labilities as of the date of the balance
sheet and reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Material estimates that are particularly susceptible to significant change in the near term relate to the determination of the
allowance for loan losses and the valuation of deferred tax assets.

Cash and Cash Equivalents:
For purposes of the consolidated statements of cash flows, cash and cash equivalents includes cash and balances due from banks
and federal funds sold, all which mature within ninety days.

Investment Securilies:

Statement of Financial Accounting Standards No. 115, Accounting for Certain Investments in Debt and Equity Securities (SFAS
115), addresses the accounting and reporting for investments in equity securities that have readily determinable fair values and
for all investments in debt securities. Those investments are to be classified in two categories and accounted for as follows:

©  Held-to-maturity — Debt securities for which the Company has the positive intent and ability to hold to maturity are classified
as held-to-maturity securities and reported at cost, adjusted for premiums and discounts that are recognized in interest income
using the interest method over the period to maturity.

©  Available-for-sale — Debt and equity securities not classified as held-to-maturity securities are classified as available-for-sale
securities and recorded at fair value, with unrealized gains and losses reported as a component of comprehensive income.
Gains and losses on the sale of available-for-sale securities are determined using the specific identification method.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms of the securities.
Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that are deemed to be other than
temporary are reflected in earnings as realized losses. In estimating other-than-temporary impairment losses, management con-
siders (1) the length of time and the extent to which the fair value has been less than cost, (2) the financial condition and near-
term prospects of the issuer, and (3) the intent and ability of the Company to retain its investment in the issuer for a period of
time sufficient to allow for any anticipated recovery in fair value.

Loans:

The Company grants mortgage, commercial and consumer loans to customers. A substantial portion of the loan portfolio is rep-
resented by mortgage loans throughout Hampton Roads. The ability of the Company’s debtors to honor their contracts is depen-
dent upon the real estate and general economic conditions in this area.

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off generally are
reported at their outstanding unpaid principal balances adjusted for charge-offs, the allowance for loan losses, and any deferred
fees or costs on originated loans. Interest income is accrued on the unpaid principal balance. Loan origination fees and certain
direct origination costs are capitalized and recognized as an adjustment of the yield on the related loan.

Accrual of interest is discontinued on a loan when management believes, after considering collection efforts and other factors
that the borrower’s financial condition is such that collection of interest is doubtful.

All interest accrued but not collected for loans that are placed on non-accrual or charged off is reversed against interest income.
The interest on these loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual.
Loans are returned to accrual status when all the principal and interest amounts contractually due are brought current and future
payments are reasonably assured.
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NOTE 1, Swiemricant Acccixting PoLSIES (continued)

Allowznce S@v Loan LCSs3s:

The allowance for loan ]osses is established as losses are estimated to have occurred through a provision for loan losses charged to
earnings. Loan losses are charged against the allowance when management believes the uncollectibility of a loan balance is confirmed.
Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic review of the
collectibility of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations that may affect
the borrower’s ability to repay, estimated value of any underlying collateral and prevailing economic conditions. This evaluation is
inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes available.

The allowance consists of specific and general components. The specific component relates to loans that are classified as doubtful, sub-
standard or special mention. For such loans that are also classified as impaired, an allowance is established when the discounted cash
flows (or collateral value or observable market price) of the impaired loan is lower than the carrying value of that loan. The general
component covers non-classified loans and is based on historical loss experience adjusted for qualitative factors.

A loan is considered impaired when, based on current information and events, it is probable that the Company will be unable to col-
lect the scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors con-
sidered by management in determining impairment include payment status, collateral value, and the probability of collecting scheduled
principal and interest payments when due. Loans that experience insignificant payment delays and payment shortfalls generally are not
classified as impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case basis,
taking into consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the reasons
for the delay, the borrower’s prior payment record, and the amount of the shortfall in relation to the principal and interest owed.
Impairment is measured on a loan by loan basis for commercial and construction loans by either the present value of expected future
cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the
loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company does not
separately identify individual consumer and residential loans for impairment disclosures, unless such loans are the subject of a restruc-
turing agreement.

0ff-Bzlance Shesl Crelil Relzlad Financial Instruments:
In the ordinary course 01' busmess, the Company has entered into commitments to extend credit, including commitments under commercial
letters of credit, and lines of credit. Such financial instruments are recorded when they are funded.

Other Rea: Estale Cuod:
Other real estate owned is camed at the lower of cost or estimated fair value and consists of foreclosed real property and other property
held for sale. The estimated fair value is reviewed periodically by management and any write-downs are charged against current earnings.

Premises and Ecuipmoni

Land is carried at cost. Premises and equipment are stated at cost less accumulated depreciation and amortization. Premises and equip-
ment are depreciated over their estimated useful lives ranging from 3-39 years; leasehold improvements are amortized over the lives of
the respective leases or the estimated useful life of the leasehold improvement, whichever is less. Software is amortized over its estimated
useful life ranging from 3-3 years. Depreciation and amortization are calculated on the straight-line method.

Income Taxes:

Deferred income tax assets and liabilities are determined using the liability (or balance sheet) method. Under this method, the new
deferred tax asset or liability is determined based on the tax effects of the temporary differences between the book and tax basis of the
various balance sheet assets and liabilities and gives current recognition to changes in tax rates and laws.

Pension Plan:

The Company has a non-contributory defined benefit pension plan covering substantially all of its employees. Benefits are based on
years of service and average earnings during the highest average sixty-month period during the final one hundred and twenty months of
employment.

The Company’s policy is to fund the maximum amount of contributions allowed for tax purposes. The Company accrues an amount equal
to its actuarially computed obligation under the plan.

The actuarial valuation was performed using the frozen initial liability cost method. Under this method, the Company’s contribution
equals the sum of the amount necessary to amortize the frozen initial liability (past service base) over a period of years and the normal
cost of the plan.
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NOTE 1, SienFIcaNT ACCOUNTING POLICIES (continued)

Stock Campensation Plans:

Statement of Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-Based Compensation, encourages all entities to
adopt a fair value based method of accounting for employee stock compensation plans, whereby compensation cost is measured at the
grant date based on the value of the award and is recognized over the service period, which is usually the vesting period. However, it also
allows an entity to continue to measure compensation cost for those plans using the intrinsic value based method of accounting prescribed
by Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, whereby compensation cost is the excess,
if any, of the quoted market price of the stock at the grant date (or other measurement date) over the amount an employee must
pay to acquire the stock. The Company has elected to continue with the accounting methodology in Opinion No. 25. Stock options
issued under the Company’s stock option plan have no intrinsic value at the grant date, and under Opinion No. 25 no compensa-
tion cost is recognized for them.

Had compensation cost for the Company’s stock option plan been determined based on the fair value at the grant dates for awards
under the plan consistent with the method prescribed by SFAS No. 123, the Company’s net income and earnings per share would
have been adjusted to the pro forma amounts indicated below:

Years Ended December 31,

2004 2003 2002
(in thousands, except per share data)
Net income, as reported $ 8,580 $ 7.825 $ 7,051
Deduct: Total stock-based employee compensation
expense determined under fair value based method for
all awards, net of related tax effects _(225) = _(272)
Pro forma net income $ 8355 $ 7,825 $ 6779
Basic earnings per share — As reported 2.15 1.98 1.80
— Pro forma 2.09 1.98 1.73
Diluted eamings per share — As reported 2.10 1.92 1.77
— Pro forma 2.04 1.92 1.70

The pro forma disclosures include the effects of all unexpired awards.

Pro forma amounts in 2004 were computed using a 4.73% risk free interest rate over a 10-year term using an annual dividend rate
of 2.07% and a 31.60% volatility rate. Pro forma amounts in 2002 were computed using a 6% risk free interest rate over a 10-year
term using an annual dividend rate of between 2.26% and 3.15% and a .01% volatility rate. The pro forma amount was not com-
puted in 2003 because no options were issued.

The pro forma effect of the potential exercise of stock options on basic earnings per share would be to increase the number of
weighted average outstanding shares by approximately 89,000 in 2004 and 79,000 in 2002.

Earnings Per Commaen Share:

Basic earnings per share represents income available to common stockholders divided by the weighted-average number of common
shares outstanding during the period. Diluted earnings per share reflects additional common shares that would have been out-
standing if dilutive potential common shares had been issued, as well as any adjustment to income that would result from the
assumed issuance. Potential common shares that may be issued by the Company relate solely to outstanding stock options, and are
determined using the treasury stock method.

Earnings per common share have been computed based on the following:

Years Ended December 31,

2004 2003 2002
(in thousands)
Net income applicable to common stock $ 8,580 $ 7.825 $ 7,051
Average number of common shares outstanding 3,997 3,959 3,914
Effect of dilutive options 89 121 80
Average number of common shares outstanding
used to calculate diluted earnings per common share 4,086 4,080 3,994

Trust Assets and Income
Securities and other property held by Trust in a fiduciary or agency capacity are not assets of the Company and are not included
in the accompanying consolidated financial statements.
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NOTE 1, Sievricaxt Accouaming POLISIES (continued)

Adverlising Expense:
Advertising expenses are expensed as incurred.

Reslassificalions:

Certain amounts in the consolidated financial statements have been reclassified to conform with classitications adopted in the current year.
Recen? Accounting Prcrouncements:

In January 2003, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 46, Consolidation of
Variable Interest Entities (“FIN 467). This Interpretation provides guidance with respect to the identification of variable interest
entities when the assets, liabilities, non-controlling interests, and results of operations of a variable interest entity need to be
included in a Company’s consolidated financial statements. An entity is deemed a variable interest entity, subject to the interpre-
tation, if the equity investment at risk is not sufficient to permit the entity to finance its activities without additional subordinated
financial support from other parties, or in cases in which the equity investors lack one or more of the essential characteristics of a
controlling financial interest, which include the ability to make decisions about the entity’s activities through voting rights, the
obligations to absorb the expected losses of the entity if they occur, or the right to receive the expected residual returns of the entity
if they occur. Due to significant implementation issues, the FASB modified the wording of FIN 46 and issued FIN 46R in
December of 2003. FIN 46R deferred the effective date for the provisions of FIN 46 to entities other than Special Purpose Entities
(**SPEs™) until consolidated financial statements issued for periods ending after March 15, 2004. SPEs were subject to the provi-
sions of either FIN 46 or FIN 46R as of December 15, 2003. The adoption of FIN 46 and FIN 46R did not have a material effect
on the Company’s consolidated financial position or consolidated results of operations.

In December 2003, the Accounting Standards Executive Committee (“AcSEC”) of the American Institute of Certified Public
Accountants issued Statement of Position (“SOP”) 03-3, Accounting for Certain Loans or Debt Securities Acquired in a Transfer.
The SOP is effective for loans acquired in fiscal years beginning after December 15, 2004. The scope of the SOP applies to
unhealthy “problem” loans that have been acquired, either individually in a portfolio, or in a business acquisition. The SOP
addresses accounting for differences between contractual cash flows and cash flows expected to be collected from an investor’s ini-
tial investment in loans or debt securities (loans) acquired in a transfer if those differences are attributable, at least in part, to credit
quality. The SOP does not apply to loans originated by the Company. The Company intends to adopt the provisions of SOP 03-3
effective January 1, 2005, and does not expect the initial implementation to have a significant effect on the Company’s consoli-
dated financial position or consolidated results of operations.

Emerging Issues Task Force Issue No. (EITF) 03-1 The Meaning of Other-Than-Temporary Impairment and Its Application to
Certain Investments was issued and is effective March 31, 2004. The EITF 03-1 provides guidance for determining the meaning
of “other-than-temporarily impaired” and its application to certain debt and equity securities within the scope of Statement of
Financial Accounting Standards No. 115 Accounting for Certain Investments in Debt and Equity Securities (“SFAS No. 115”) and
investments accounted for under the cost method. The guidance requires that investments which have declined in value due to credit
concerns or solely due to changes in interest rates must be recorded as other-than-temporarily impaired unless the Company can
assert and demonstrate its intention to hold the security for a period of time sufficient to allow for a recovery of fair value up to or
beyond the cost of the investment which might mean maturity. This issue also requires disclosures assessing the ability and intent
to hold investments in instances in which an investor determines that an investment with a fair value less than cost is not other-
than-temporarily impaired. On September 30, 2004, the Financial Accounting Standards Board decided to delay the effective date
for the measurement and recognition guidance contained in Issue 03-1. This delay does not suspend the requirement to recognize
other-than-termporary impairments as required by existing authoritative literature. The disclosure guidance in Issue 03-1 was not
delayed.

EITF No. 03-16, Accounting for Investments in Limited Liability Companies was ratified by the Board and is effective for report-
ing periods beginning after June 15, 2004. APB Opinion No. 18, The Equity Method of Accounting Investments in Common Stock,
prescribes the accounting for investments in common stock of corporations that are not consolidated. AICPA Accounting
Interpretation 2, Investments in Partnerships Ventures, of Opinion 18, indicated that “many of the provisions of the Opinion would
be appropriate in accounting” for partnerships. In EITF Abstracts, Topic No. D-46, Accounting for Limited Partnership
Investments, the SEC staff clarified its view that investments of more than 3 to 5 percent are considered to be more than minor and,
therefore, should be accounted for using the equity method. Limited liability companies (LLCs) have characteristics of both cor-
porations and partnerships, but are dissimilar from both in certain respects. Due to those similarities and differences, diversity in
practice exists with respect to accounting for non-controlling investments in LLCs. The consensus reached was that an LLC should
be viewed as similar to a corporation or similar to a partnership for purposes of determining whether a non-controlling investment
should be accounted for using the cost method or the equity method of accounting.
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NOTE 1, Sieniricant AscounTing POLICIES (continued)

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment.
This Statement establishes standards for the accounting for transactions in which an entity exchanges its equity instruments for
goods or services. It also addresses transactions in which an entity incurs liabilities in exchange for goods or services that are based
on the fair value of the entity’s equity instruments or that may be settled by the issuance of those equity instruments. The Statement
focuses primarily on accounting for transactions in which an entity obtains employee services in share-based payment transactions.
The Statement requires a public entity to measure the cost of employee services received in exchange for an award of equity instru-
ments based on the grant-date fair value of the award (with limited exceptions). That cost will be recognized over the period during
which an employee is required to provide service in exchange for the award — the requisite service period (usually the vesting
period). The entity will initially measure the cost of employee services received in exchange for an award of liability instruments
based on its current fair value; the fair value of that award will be remeasured subsequently at each reporting date through the set-
tlement date. Changes in fair value during the requisite service period will be recognized as compensation cost over that period.
The grant-date fair value of employee share options and similar instruments will be estimated using option-pricing models adjusted
for the unique characteristics of those instruments (unless observable market prices for the same or similar instruments are avail-
able). If an equity award is modified after the grant date, incremental compensation cost will be recognized in an amount equal to
the excess of the fair value of the modified award over the fair value of the original award immediately before the modification.
This Statement is effective for public entities that do not file as small business issuers — as of the beginning of the first interim or
annual reporting period that begins after June 15, 2005. Under the transition method, compensation cost is recognized on or after
the required effective date for the portion of outstanding awards for which the requisite service has not yet been rendered, based
on the grant-date fair value of those awards calculated under Statement 123 for either recognition or pro forma disclosures. For
periods before the required effective date, entities may elect to apply a modified version of retrospective application under which
consolidated financial statements for prior periods are adjusted on a basis consistent with the pro forma disclosures required for
those periods by Statement 123,

NOTE 2, RestricTians on Cask AND AMounTs DUE FrRom BANKS

The Company must maintain a reserve against its deposits in accordance with Regulation D of the Federal Reserve Act. For the final
weekly reporting period in the years ended December 2004 and 2003, the aggregate amount of daily average required reserves was
approximately $4.5 million and $5.2 million.

The Company has approximately $5.4 million in deposits in financial institutions in excess of amounts insured by the Federal Deposit
Insurance Corporation (FDIC) at December 31, 2004.

NOTE 3, INVESTMENT SECURITIES

At December 31, 2004, the investment securities portfolio is composed of securities classified as held-to-maturity and available-for-
sale, in conjunction with SFAS 115. Investment securities held-to-maturity are carried at cost, adjusted for amortization of premiums
and accretion of discounts, and investment securities available-for-sale are carried at fair value.

The amortized cost and fair value of investment securities held-to-maturity at December 31, 2004 and 2003, were:

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(in thousands)

December 31, 2004:
Obligations of other United States

Government Agencies $ 8,509 S 45 $ (14) $ 8,540
Obligations of state and
political subdivisions 915 87 — 1,002

$§ 9424 $ 132 $ (14) § 9,542

December 31, 2003:

United States Treasury securities $ 176 $ 2 $ — $ 178
Obligations of other United States
Government Agencies 11,198 420 (6) 11,612
Obligations of state and
political subdivisions 1,015 117 — 1,132
$ 12,389 $ 539 $ 6) $ 12922

o 2004 ANNUAL REPORT




NOTE 3, [NVESTIMENT SEGUTTIES (continued)

The amortized cost and fair values of investment securities available-for-sale at December 31, 2004 were:

United States Treasury securities
Obligations of other
United States Government agencies
Obligations of state and political
subdivisions
Money market investment
Federal Home Loan Bank stock -
restricted

Federal Reserve Bank stock - restricted

Other marketable equity securities
Total

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(in thousands)

$ 999 $ —_ $ N $ 992
156,740 104 (1,657) 155,187
38.568 1,883 (10) 40441
662 — — 662
3,757 — — 3,757
169 — —_ 169
193 — 20 172

$ 201,088 $ 1987 $ (1,695

$ 201,380

The amortized cost and fair values of investment securities available-for-sale at December 31, 2003 were:

United States Treasury securities
Obligations of other
United States Government agencies
Obligations of state and
political subdivisions
Money market investment
Federal Home Loan Bank stock -
restricted

Federal Reserve Bank stock - restricted

Other marketable equity securities
Total

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(in thousands)

$ 1,007 $ 31 $ — $ 1,038
122,243 606 (907) 121,942
43,293 2,673 25) 45,941
896 — — 896
2,500 — — 2.500
169 — — 169
293 107 27) 373

$ 170,401 $ 3417 $ (959)

$ 172,859

Investment securities carried at $109.8 million and $93.5 million at December 31, 2004 and 2003, respectively, were pledged to secure
public deposits and securities sold under agreements to repurchase, Federal Home Loan Bank advances and for other purposes
required or permitted by law. The Federal Home Loan Bank (FHLB) stock and the Federal Reserve Bank (FRB) stock are stated at
cost as these are restricted securities without readily determinable fair values.

The amortized cost and approximate market values of investment securities at December 31, 2004 by contractual maturity are

shown below.

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Total debt securities
Other securities without
stated maturities

Total investment securities

December 31, 2004
Available-For-Sale Held-To-Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
(in thousands)

$ 4633 $ 4,623 $ 6,809 $ 6852

171,482 170.695 1,700 1,688
15,370 16,234 915 1,002
4,822 5,069 — —
196,307 196,621 9,424 9,542
4,781 4,759 — —

$ 201,088 $ 201,380 $ 9424 $§ 9542
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NOTE 3, INVESTMENT SECURITIES (continued)

The proceeds from the sale of available-for-sale (AFS) investment securities, and the related realized gains and Josses are shown below:
2004 2003 2002

(in thousands)
Proceeds from sales of AFS investments $ 17,213 $ 147 $ 1,350

Gross realized gains $ 220 $ — $ —

Gross realized losses $ 48 $ — $ —

The tax provision applicable to the net gain in 2004 amounted to $58 thousand.

Information pertaining to securities with gross unrealized losses at December 31, aggregated by investment category and length of time that indi-
vidual securities have been in a continuous loss position, follows:

Year Ended December 31, 2004

Less Than Twelve Months More Than Twelve Months Total
Gross Gross Gross

Unrealized Fair Unrealized Fair Unrealized Fair
Losses Value Losses Value Losses Value

(in thousands)
Securities Available-for-Sale
Debt securities:

United States Treasury $ 7 $ 992 $ — $ — $ 7 $ 992
United States Government agencies 1,099 120,591 558 14,699 1,657 135,290
State and political subdivisions 10 270 — — 10 270
Total debt securities 1,116 121,853 558 14,699 1,674 136,552
Marketable equity securities — — 21 29 21 29
Total securities available-for-sale $ 1,116 $ 121,853 $ 579 $ 14,728 $ 1,695 $ 136,581
Securities Held-to-Maturity
United States Government agencies  $ & $ 1,091 $ 6 $ 194 $ 14 $ 1,285
Total securities held-to-maturity $ 8 $ 1,091 $ 6 $ 194 $ 14 $ 1,285
Total $ 1,124 $ 122,944 $ 585 $ 14,922 $ 1,709 § 137,866

Year Ended December 31, 2003

Less Than Twelve Months More Than Twelve Months Total
Gross Gross Gross

Unrealized Fair Unrealized Fair Unrealized Fair
Losses Value Losses Value Losses Value

(in thousands)
Securities Available-for-Sale
Debt securities:

United States Government agencies  $ 907 $ 32,338 $ — $ — $ 907 $§ 32,338
State and political subdivisions 25 1,426 — — 25 1,426
Total debt securities 932 33,764 — — 932 33,764
Marketable equity securities — — 27 23 27 23
Total securities available-for-sale ~ $§ 932 $ 33,764 $ 27 $ 23 $ 959 $ 33,787
Securities Held-to-Maturity
United States Government agencies  $ 6 $ 294 § — $ — $ 6 $ 294
Total securities held-to-maturity $ 6 $ 294 S — $ — $ 6 $ 294
Total $ 938 $ 34,058 § 27 ) 23 $ 965 $ 34,081
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NOTE 3, InvzSTMEX. SECULIIES (continued)
Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more frequently when economic or
market concerns warrant such evaluation. Consideration is given to (1) the length of time and the extent to which the fair value has been less

than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of the Company to retain its invest-
ment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

At December 31, 2004, eighty-three debt securities have unrealized losses with aggregate depreciation of 1% from the Company’s amor-
tized cost basis. These unrealized losses relate principally to U.S. Government Agency Securities. In analyzing an issuer’s financial condi-
tion, management considers whether the securities are issued by the federal government or its agencies, whether downgrades by bond rating
agencies have occurred, and industry analysts’ reports. As management has the ability to hold debt securities until maturity, or for the fore-
seeable future if classified as available for sale, no declines are deemed to be other than temporary.

At December 31, 2004, one marketable equity security has an unrealized loss with depreciation of 43% from the Company’s cost basis. This
unrealized loss has existed for four years and relates to a $50,000 investment in a small business investment corporation purchased under
the Community Reinvestment Act investment program. The issuer has shown improved earnings for the past two years. No significant credit
issues have been identified that cause management to believe the previous years’ decline in fair value is other than temporary. In analyzing
the issuer’s financial condition, management considers industry analysts’ reports, financial performance and projected target prices of invest-
ment analysts with a one-year time frame. During the past year the bid price for this investment reached a high of $48,527. Unrealized losses
on marketable equity securities that are in excess of 50% of cost, and that have been sustained for more than 24 months are generally rec-
ognized by management as being other than temporary and charged to earnings, unless evidence exists to support a realizable value equal
to or greater than the Company’s carrying value of the investment. Since the trend in market valuation is positive, management believes the
fair value depreciation for this equity investment is temporary.

NOTE 4, Lzans

A summary of the balances of loans follows:

2004 2003
(in thousands)

Commercial and other $ 56,231 $ 53,711
Real estate — construction 44,228 32,844
Real estate — mortgage 263,061 241,928
Installment loans to individuals 67,130 73,844
Tax exempt loans 2,568 2,844
Total loans $ 433,218 $ 405,171
Less: Allowance for loan losses (4,303) (4,833)
Net deterred loan (fees) costs 35 (59)
Loans, net $ 428950 $ 400,279

At December 31, 2004 and 2003, impaired loans amounted to $2.1 million and $2.9 million, respectively. Included in the allowance for
loan losses was $747 thousand related to $2.1 million of impaired loans at December 31, 2004, and $1.3 million related to $2.9 million
of impaired loans at December 31, 2003. For the years ended December 31, 2004 and 2003, the average recorded investment in impaired
loans was $3.1 million and $2.1 million, respectively; and $194 thousand and $174 thousand, respectively, of interest income was recog-
nized on loans while they were impaired.

Information concerning loans which are contractually past due or in non-accrual status is as follows:

2604 2003

(in thousands)
Contractually past due loans -
past due 90 days or more
and still accruing interest $ 1,22 $ 736

Loans which are in
non-accrual status $ 402 $ 243
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NOTE 4, LoaxS (continued)

The Bank has had, and may be expected to have in the future, banking transactions in the ordinary course of business with direc-
tors, executive officers, their immediate families, and companies in which they are principal owners (commonly referred to as
related parties), on the same terms, including interest rates and collateral, as those prevailing at the time for comparable transac-
tions with others. The aggregate direct and indirect loans of these persons totaled $4.2 million and $6.9 million at December 31,
2004 and 2003, respectively. These totals do not include loans made in the ordinary course of business to other companies where
a director or executive officer of the Bank was also a director or officer of such company but not a principal owner. None of the
directors or executive officers had direct or indirect loans exceeding 10% of stockholders’ equity at December 31, 2004. Changes
to the outstanding loan balances are as follows:

2004 2003
(in thousands)
Balance, beginning of year $ 6915 $ 2,302
Additions 1,463 5,705
Reductions (4,173) (1,092)
Balance, end of year $ 4,205 $ 6915
NOTE 3, ALLOWANCE FOR L20N LOSSES
Changes in the allowance for loan losses are as follows:
2004 2003 2002
(in thousands)
Balance, beginning of year $ 4832 $ 4565 § 3.89%
Recoveries 351 463 383
Provision for loan losses 850 1,000 1,700
Loans charged off (1,730) (1,195) (1,412)
Balance, end of year $ 4,303 $ 4833 $ 4,565
NOTE 6, Presis:s AND EQIeMENT
At December 31, premises and equipment consisted of:
2004 2003
(in thousands)
Land $ 3,967 $ 3432
Buildings 16,217 12,348
Leasehold improvements 977 951
Furniture, fixtures and equipment 16,714 10,372
31,875 27,103

Less accumulated
depreciation and amortization 13,332 12,940

$ 18,543 $§ 14.163

Depreciation expense for the years ended December 31, 2004, 2003 and 2002 amounted to $1.3 million, $1.3 million and $1.4 million, respec-
tively.

NOVE 7, Derostss
The aggregate amount of time deposits in denominations of $100,000 or more at December 31, 2004 and 2003 was $65.6 million and
$54.1 million, respectively.

At December 31, 2004 the scheduled maturities of time deposits are as follows:

Year (in thousands)
2005 . $ 102,485
2006 29,687
2007 47,145
2008 19,438
2009 11,393

5210148
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NOTE S, codere. Kol s ogn Jenk Advaress anc CTXER BORROWINGS

The Bank’s short-term borrowings include federal funds purchased, securities sold under agreement to repurchase (including $732 thou-
sand and $1.4 million to directors in 2004 and 2003, respectively) and United States Treasury Demand Notes. Securities sold under agree-
ments to repurchase, which are classified as secured borrowings, generally mature within one to four days from the transaction date.
Securities sold under agreement to repurchase are reflected at the amount of cash received in connection with the transaction. The Company
may be required to provide additional collateral based on the fair value of the underlying securities. The United States Treasury Demand
Notes are subject to call by the United States Treasury with interest paid monthly at the rate of 25 basis points ('/4%) below the federal
funds rate.

The Bank’s fixed-rate, long-term debt of $55 million at December 31, 2004 matures through 2013. At December 31, 2004 and 2003, the
interest rates ranged from 2.06% to 6.60% and from 1.33% to 6.60%, respectively. At December 31, 2004 and 2003, the weighted average
interest rate was 4.29% and 4.27%, respectively.

The contractual maturities of long-term debt are as follows:

December 31,
2004 2003
Fixed Floating (Fixed only)
Rate Rate Total Total
(in thousands)
Due in 2005 $ 5,000 $ — $ 5,000 $ 35000
Due in 2006 — 15.000 15,000 10,000
Due in 2009 5,000 — 5,000 5,000
Due in 2010 15,000 — 15,000 15,000
Due in 2012 10,000 — 10,000 10,000
Due in 2013 5,000 — 5,000 5,000
Total long-term debt $ 40,000 $ 15,000 $ 55,000 $ 50,000
NITE 9, Bwemtave: B o 2uexs
Stock Option Plans

The Company has stock option plans which reserve 429,985 shares of common stock for grants to key employees and directors.
Currently, 275,667 shares of common stock from these plans are outstanding at December 31, 2004. The exercise price of each
option equals the market price of the Company’s common stock on the date of the grant and an option’s maximum term is ten years.
A summary of the exercisable stock options is presented below:

QOutstanding Granted Exercised Expired Outstanding
Beginning During During During at End
of Year the Year the Year the Year of Year
2004
Shares 262,992 77,100 (60,641) (3,784) 275,667
Weighted average exercise price § 18.13 $ 29.79 $ 1483 $ 2865 - § 2197
2003
Shares 312,740 — (45,248) (4.500) 262,992
Weighted average exercise price $ 1768 $ — $ 14.03 $ 2791 $ 18.13
2002
Shares 363,522 — (47,782) (3.000) 312,740
Weighted average exercise price $ 17.03 $  — $§ 1296 § 1420 $ 17.68

At December 31, 2004, exercise prices on outstanding options ranged from $12.27 to $29.79 per share and the weighted average remain-
ing contractual life was 6.2 years.

Information pertaining to options (in thousands) outstanding at December 31, 2004 is as follows:

Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Average Weighted
Remaining Average Remaining Average
Number Contractual Exercise Number Contractual Exercise
Range of Exercise Prices Outstanding Life Price Exercisable Life Price
$ 12.50 5,640 1.6 $ 12,50 5,640 1.6 $ 12.50
$ 13.83 14,976 24 13.83 14,976 2.4 13.83
$ 2791 68,715 3.4 27.91 68,715 3.4 27.91
$ 1227 45870 5.7 12.27 45,870 5.7 12.27
$ 16.13 64,866 6.6 16.13 64,866 6.6 16.13
$ 29.79 75,600 9.6 29.79 — — —
$ 12.27-829.79 275,667 6.2 $ 2197 200,067 3.5 $ 19.02
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NQOTE 9, EmpLOYEE ZEXEFIT PLAYS (continued)

401(k) Plan

The Company has a 401(k) Plan whereby substantially all employees participate in the Plan. Employees may contribute up to 15% of their
compensation subject to certain limits based on federal tax laws. The Company makes matching contributions equal to 50% of the first 6% of
an employee’s compensation contributed to the Plan. Matching contributions vest to the employee over a six-year period. The Company may
make profit sharing contributions to the Plan as determined by the Board of Directors. Contributions vest to the employee over a seven-year
period. For the years ended December 31, 2004, 2003 and 2002, expense attributable to the Plan amounted to $433 thousand, $382 thousand
and $392 thousand, respectively.

NOTE 10, Incomz TAXES

The components of the net deferred tax asset, included in other assets, are as follows:

December 31,
2004 2003

(in thousands)
Deferred tax assets:

Allowance for loan losses $ 1,463 $ 1,544
Net unrealized loss on pension liability — 459
Interest on non-accrual loans 24 43
Foreclosed assets 64 69
Capital loss carry forward — 42
Trust organizational cost 13 13

$ 1,564 $ 2170

Deferred tax liabilities:

Depreciation S (485) (382)
Accretion of discounts on securities (10) 6)
Net unrealized gain on securities available-for-sale (99) (835)
Deferred loan fees and costs (188) (152)
Pension (362) 251)
(1,144) (1,626)

Net deferred tax asset S 420 $ 544

The components of income tax expense are as follows:

2004 2003 2002
{in thousands)
Current tax expense $ 2,808 $ 2,534 $ 2,515
Deferred tax expense (benefit) 401 37 (259)
Reported tax expense $ 3,209 $ 2,571 $ 2,256

A reconciliation of the “expected” Federal income tax expense on income before income taxes with the reported income tax expense follows:

2004 2003 2002
(in thousands)
Expected tax expense (34%) $ 4,008 $ 3535 $ 3,164
Interest expense on tax exempt assets 39 52 76
Tax exempt interest (689) (785) (840)
Nonqualified incentive stock options — (85) (40)
Officer life (156) (146) (114)
Other, net 7 — 10
Reported tax expense $ 3209 $ 2,571 $ 2,256

The effective tax rate for 2004, 2003 and 2002 is 27%, 25% and 24%, respectively.

A
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NOTE 19, Leasz Son mvsaTs

The Bank has noncancellable leases on premises and equipment expiring at various dates, not including extensions to the year 2011. Certain
leases provide for increased annual payments based on increases in real estate taxes and the Consumer Price Index.

The total approximate minimum rental commitment at December 31,2004, under noncancellable leases is $1.5 million which is due as follows:

Year (in thousands)
2005 $ 321
2006 323
2007 325
2008 208
2009 192
Remaining term of leases 153

Total 8 1,522

The aggregate rental expense of premises and equipment was $322 thousand, $317 thousand and $296 thousand for 2004, 2003 and
2002, respectively.

ANIATTE 4 b

NITE 12, Pewsion Pray

The Company provides pension benefits for eligible employees through a defined benefit pension plan. Substantially all employees par-
ticipate in the retirement plan on a non-contributing basis, and are fully vested after 25 years of service. Information pertaining to the
activity in the plan, using a measurement date of December 31, is as follows:

Years ended December 31
2004 2003

{(in thousands)
Change in benefit obligation

Benefit obligation at beginning of year $ 5,408 $ 4562
Service cost 383 322
Interest cost 310 282
Benefits paid (287) (255)
Actuarial change (242) 497
Benefit obligation at end of year $ 5572 $ 5408
Change in plan assets
Fair value of plan assets at beginning of year $ 3,588 $ 2462
Expected return on plan assets 268 180
Employer contribution 921 1,073
Benefits paid (287) (255)
Gain (loss) for year 239) 128
Fair value of plan assets at end of year $ 4,251 $ 3,588
Funded status $ (1,321 S (1,820)
Unrecognized prior service cost 5 6
Unrecognized actuarial gain 2,381 2,552
Prepaid pension cost recognized $ 1,065 $ 738
Accumulated benefit obligation $ 4,114 $ 4,008
Assumptions used to determire the benefit

obligations at December 31 2004 2003
Discount rate 6.00% 6.00%
Rate of compensation increase 4.50% 4.50%
Amounts recognized in the statement of

financial position at December 31
Prepaid benefit cost $ 1,065 $ 738
Accrued benefit liability — (1,349)
Intangible asset — 9
Accumulated other comprehensive income — 1,340

$ 1,065 $ 738
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NCTE 12, Pexsion PLAY (continued)

Components of net periodic pension cost Years ended December 31
2004 2003 2002
(in thousands)
Service cost $ 383 $ 322 $ 257
Interest cost 310 282 260
Actual return on plan assets 29) (307) (201)
Amortization of deferred asset gain (loss) (239) 128 —
Amortization of prior service cost 1 2 7
Amortization of unrecognized loss 168 157 93
Net periodic benefit cost $ 594 $ 584 $ 416
Assumptions used to determine net periodic
pension cost Years ended December 31

2004 2003
Discount rate 6.00% 6.50%
Expected long-term rate of return on plan assets 8.00% 8.00%
Annnal salary increase 4.50% 4.50%

The overall expected long-term rate of return on plan assets was determined based on the current asset allocation and the related volatil-
ity of those investments.

Weighted average asset allocations at December 31 Percentage of Plan Assets
2004 2003
Cash and cash equivalents 6% 7%
Government agencies 22% 14%
Corporate debt and equity 71% 78%
Accrued income 1% 1%
100% 100%

The pension invests in large and mid-cap equities and government and corporate bonds, with the following target allocations: equities
55%, fixed income 40% and cash 5%. The pension does not invest in options or derivatives.
The Company expects to contribute $500 thousand to its pension plan in 2005.

Estimated future benefit payments, which reflect expected future service, as appropriate, are as follows:

(in thousands)

2005 $ 509
2006 $ 161
2007 $ 204
2008 $ 252
2009 $ 121
Years 2010-2014  $1,539
Total $2,786

NOTE 13, ComnzocznTs £90 CONTINGENGIES

In the normal course of business, the Bank makes various commitments and incurs certain contingent liabilities. These commitments and
contingencies represent otf-balance sheet risk for the Bank. To meet the financing needs of its customers, the Bank makes lending com-
mitments under commercial lines of credit, home equity lines and construction and development loans. The Bank also incurs contingent
liabilities related to irrevocable letters of credit.

Off-balance sheet items at December 31 are as follows:

2604 2003

{in thousands)

Commitments to extend credit:

Home equity lines of credit $ 17,669 $ 16,340
Construction and development loans committed but not funded 46,154 57,027
Other lines of credit (principally commercial) 30,198 36,178
Total $ 94,021 $ 109,545
Irrevocable letters of credit $ 5,240 $ 1,625
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NOTE 8, Somwryms ix o oo

MNCNSES (continued)

Commitiments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the
contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since many
of the commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily represent future
cash requirements. The Bank evaluates each customer’s credit worthiness on a case-by-case basis. The amount of collateral obtained, if

W lnd Wy

deemed necessary by the Bank, upon extensions of credit is based on management’s credit evaluation of the customer. Collateral held
varies but may include accounts receivable, inventory, property, plant and equipment, and income-producing commercial properties.

Standby letters of credit and financial guarantees written are conditional commitments issued by the Bank to guarantee
the performance of a customer to a third party. Those guarantees are primarily issued to support private borrowing agreements.
Most guarantees extend for less than two years and expire in decreasing amounts through 2006. The Bank does have one guarantee which
extends for 10 years and expires in 2014. The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loans to customers. The Bank holds various collateral supporting those commitments for which collateral is deemed necessary.

Various legal claims arise from time to time in the normal course of business, which, in the opinion of management, will have no mate-
rial effect on the Company’s consolidated financial statements.

e
\ =4

AN, INSTRUMENTS

The fair value of a financial instrument is the current amount that wounld be exchanged between willing parties, other than in a forced

N 3 ;oo
liquidation. Fair value is best determined based upon quoted market prices. However, in many instances, there are no quoted market
prices for the Company’s various financial instruments. In cases where quoted market prices are not available, fair values are based
on estimates using present value or other valuation techniques. Those techniques are signiftcantly affected by the assumption used,
including the discount rate and estimates of future cash flows. Accordingly, the fair value estimates may not be realized in an imme-
diate settlement of the instrument. SFAS 107 excludes certain financial instruments and all non-financial instruments from its disclo-
sure requirements. Accordingly, the aggregate fair value amounts presented may not necessarily represent the underlying fair value of
the Company.

The following methods and assumptions were used by the Company in estimating fair value disclosures for financial instruments:

Cash and cash equivalents
The carrying amounts of cash and short-term instruments approximate fair values.

Investment securities
Fair values for securities, excluding Federal Home Loan Bank stock, are based on quoted market prices. The carrying value of Federal
Home Loan Bank stock approximates fair value based on the redemption provisions of the Federal Home Loan Bank.

Loans receivable

For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values are based on carrying values. Fair
values for certain mortgage loans (e.g., one-to-four family residential), credit card loans, and other consumer loans are based on quoted
market prices of similar loans sold in conjunction with securitization transactions, adjusted for differences in loan characteristics. Fair
values for other loans (e.g., commercial real estate and investment property mortgage loans, commercial and industrial loans) are esti-
mated using discounted cash flow analyses, using interest rates currently being offered for loans with similar terms to borrowers of sim-
ilar credit quality. Fair values for non-performing loans are estimated using discounted cash flow analyses or underlying collateral values,
where applicable.

Deposit liabilities

The fair values disclosed for demand deposits (e.g., interest and noninterest checking, passbook savings, and certain types of money
market accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e., their carrying amounts). The car-
rying amounts of variable-rate, fixed-term money market accounts and time deposits approximate their fair values at the reporting date.
Fair values for fixed-rate time deposits are estimated using a discounted cash flow calculation that applies interest rates currently being
offered on time deposits to a schedule of aggregated expected monthly maturities on time deposits.
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NOTE 14, Fam Varuz oF FiNANCIAL [NSTRUMENTS (continued)

Short-term borrowings

The carrying amounts of federal funds purchased, securities sold under agreement to repurchase, and other short-term borrowings
maturing within ninety days approximate their fair values. Fair values of other short-term borrowings are estimated using discounted cash
flow analyses based on the Company’s current incremental borrowing rates for similar types of borrowing arrangements.

Long-term borrowings
The fair values of the Company’s long-term borrowings are estimated using discounted cash flow analyses based on the Company’s
current incremental borrowing rates for similar types of borrowing arrangements.

Accrued interest
The carrying amounts of accrued interest approximate fair value.

Commitments to extend credit and irrevocable letters of credit

The fair value of commitments is estimated using the fees currently charged to enter into similar agreements, taking into account the remain-
ing terms of the agreements and the present creditworthiness of the counterparties. For fixed-rate loan commitments fair value also considers
the difference between current levels of interest rates and the committed rates. The fair value of letters of credit is based on fees currently
charged for similar agreements or on the estimated cost to terminate them or otherwise settle the obligations with the counterparties at the
reporting date. At December 31, 2004 and 2003, the fair value of loan commitments and irrevocable letters of credit was immaterial.

The estimated fair values, and related carrying or notional amounts, of the Company’s financial instruments are as follows:

December 31,
2004 2003

Carrying Fair Carrying Fair
Amount Value Amount Value

(in thousands)

Financial assets:

Cash and cash equivalents $ 13,573 $ 13,573 $ 33,353 $ 33,353
Securities available-for-sale 201,380 201,380 172,859 172,859
Securities held-to-maturity 9,424 - 9,542 12,389 12,922
Loans, net of allowances for loan losses 428,950 425474 400,279 401,546
Accrued interest receivable 3,051 3,051 3,078 3,078
Financial liabilities:

Noninterest-bearing deposits 101,527 101,527 114,101 114,101
Savings deposits 200,485 200,450 180,307 180,307
Time deposits 210,148 208,478 196,014 197,880
Federal funds purchased, repurchase

agreements and other borrowings 48,928 48,928 39,818 39,818
Federal Home Loan Bank advances 55,000 57,007 50,000 53,705
Accrued interest payable 995 995 931 931

NOTE 18, ReculaToRY MATTERS

The Company (on a consolidated basis) and the Bank are subject to various regulatory capital requirements administered by the federal
banking agencies. Failure to meet miminum capital requirements can initiate certain mandatory and possibly additional discretionary
actions by regulators that, if undertaken, could have a direct material effect on the Company’s and Bank’s financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Company and the Bank must meet specific
capital guidelines that involve quantitative measures of their assets, liabilities and certain off-balance-sheet items as calculated under reg-
ulatory accounting practices. The capital amounts and classification are also subject to qualitative judgments by the regulators about com-
ponents, risk weightings, and other factors. Prompt corrective action provisions are not applicable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain minimum
amounts and ratios (set forth in the following table) of total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as
defined) and of Tier ! capital (as defined) to average assets (as defined). Management believes, as of December 31, 2004 and 2003, that
the Company and the Bank meets all capital adequacy requirements to which they are subject.
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NOTE 78, Rzauwarcay [L4 IR (continued)

As of December 31, 2004, the most recent notification from the Office of the Comptroller of the Currency categorized the Bank as well capi-
talized under the regulatory framework for prompt corrective action. To be categorized as well capitalized, an institution must maintain
mimimum total risk-based, Tier | risk-based and Tier 1 leverage ratios as set forth in the following tables. There are no conditions or events
since the notification that management believes have changed the Bank’s category. The Company’s and the Bank’s actual capital amounts and
ratios as of December 31, 2004 and 2003, are also presented in the table.

Minimum
To Be Well
Minimum Capitalized Under
Capital Prompt Corrective
Actual Requirement Action Provisions
Amount Ratio Amount Ratio Amount Ratio
{in thousands)
December 31, 2004:
Total Capital to Risk Weighted Assets:
Consolidated $ 69,139 1535% $ 36,033 800% § NA N/A
Old Point National Bank 62,642 14.04% 35,693 8.00% 44,617 10.00%
Tier 1 Capital to Risk Weighted Assets:
Consolidated 68,805 14.45% 19,046 4.00% N/A N/A
Old Point National Bank 62,404 13.14% 18,997 4.00% 28,495 6.00%
Tier 1 Capital to Average Assets:
Consolidated 68,805 9.95% 27,660 4.00% N/A N/A
Old Point National Bank 62,404 9.09% 27,461 4.00% 34,326 5.00%
December 31, 2003:
Total Capital to Risk Weighted Assets:
Consolidated 62,827 15.17% 33,132 8.00% N/A N/A
Old Point National Bank 57,357 13.93% 32,940 8.00% 41,175 10.00%
Tier 1 Capital to Risk Weighted Assets:
Consolidated 61,191 14.06% 17,409 4.00% N/A N/A
Old Point Nationa! Bank 55,754 12.82% 17.396 4.00% 26,094 6.00%
Tier 1 Capital to Average Assets:
Consolidated 61,191 9.74% 25,130 4.00% N/A N/A
Old Point National Bank 55,754 8.94% 24,946 4.00% 31,182 5.00%

The approval of the Office of the Comptroller of the Currency is required if the total of all dividends declared by a national bank in any
calendar year exceeds the Bank’s net profits for that year combined with its retained net profits for the preceding two calendar years.
Under this formula, the banking subsidiary can distribute as dividends to the Company in 2005, without approval of the Office of the
Comptroller of the Currency, $11.7 million plus an additional amount equal to the Bank’s retained net profits for 2005 up to the date of
any dividend declaration.

NOTE 16, CoarTzoy S (UNasDimeD)
Year Ended December 31, 2004 2003

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

(in thousands, except per share data)

Interest and dividend income $ 8,649 $ 8,544 $ 8,265 $ 8,181 $ 8,219 $ 8,165 $ 8,388 $ 8,394
Interest expense (2,453) (2,339) (2,263) (2,194) (2,214) (2,316) (2,492) (2,620)
Net interest income 6,196 6,205 6,002 5,987 6,005 5,849 5,896 5,774
Provision for loan losses (200) (300) (200) (150) (100) (300) (300) (300)
Net interest income, after

provision for loan losses 5,996 5.905 5,802 5,837 5,905 5,549 5,596 5474
Noninterest income 2,302 2,415 2,556 2,148 1,835 1,921 1,910 1,801
Noninterest expenses (5,365) (5,432) (5,247) (5,129) (5,121) (4,882) (4,926) (4,666)
Income before income taxes 2,933 2,888 3,111 2,856 2,619 2,588 2,580 2,609
Provision for income taxes (844) (795) (805) (764) 651) (624) (640) (656)
Net income $ 2,089 $ 2,093 $ 2,306 $ 2,092 $ 1,968 $ 1,964 $ 1,940 $ 1,953
Earnings per common share:

Basic $ 0532 $ 0352 $ 0358 $ 053 $ 049 $ 050 $ 049 $ 050

Diluted $ 051 $ 051 $ 057 $ 051 $ 049 $ 048 $ 047 $ 048

£l
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NOTE 17, Conprus=n FINAYGIAL STATEMENTS 0F PARENT GCHRANY

Financial information pertaining to Old Point Financial Corporation (parent company only) is as follows:

December 31,
Balance Sheets 2004 2003

(in thousands)

Assets
Cash and cash equivalents $ 632 $ 635
Investment with Old Point National Bank 975 500
Securities available-for-sale 1,065 1,269
Securities held-to-maturity 915 1,015
Investment in common stock of subsidiaries 65,535 59,890
Other assets 17 6
Total assets S 69.139 § 63,315
Liabilities and Stockholders’ Equity
Deferred tax liability $ — $ 16
Total liabilities — 16
Stockholders’ equity 69,139 63,299
Total liabilities and stockholders’ equity $ 69,139 $ 63,315
Statements of Income
Years Ended December 31, 2004 2003 2002
(in thousands)
Income:
Dividends from subsidiary $ 2,500 $ 2,200 $ 1,850
Interest on investments 99 104 98
Securities gains 127 — —
Other income 144 144 144
Total income 2,870 2,448 2,092
Expenses:
Salary and benefits 327 305 282
Stationery, supplies and printing 35 31 30
Service fees 80 89 80
Other operating expenses 24 12 5
Total expenses 466 437 397
Income before income taxes and equity
in undistributed net income of subsidiaries 2,404 2,011 1,695
Income tax benefit 53 87 77
2,457 2,098 1,772
Equity in undistributed net income of subsidiaries 6,123 5,727 5,279
Net income $ 8,580 $ 7,825 $ 7,051
Statement of Cash Flows
Years Ended December 31, 2004 2003 2002

(in thousands)
Cash flows from operating activities:
Net income $ 8,580 $ 7,825 $ 7,051
Adjustments to reconcile net income to net cash
provided by operating activities:

Equity in undistributed net income of subsidiaries (6,123) (5,727) (5,279)
Net gain on sale of available-for-sale securities (127) — —
Decrease (increase) in other assets (11 2 2)
Decrease in other liabilities (16) — —
Net cash provided by operating activities 2,303 2,100 1,770
Cash flows from investing activities:
Proceeds from sale of investment securities 262 — —
Maturities and calls of investment securities 100 100 1,000
Purchases of investment securities — (100) (2,000)
Payments for investments in subsidiaries (800) — —
Repayment of investments in subsidiaries 325 — 600
Net cash used in investing activities (113) — (400)
Cash flows from financing activities:
Proceeds from issuance of common stock 754 427 378
Repurchase and retirement of common stock (466) — —
Cash dividends paid on common stock (2,481) (2,140) (1,776)
Net cash used in financing activities (2,193) (1,713) (1,398)
Net increase (decrease) in cash and cash equivalents 3) 387 (28)
Cash and cash equivalents at beginning of year 635 248 276
Cash and cash equivalents at end of year $ 632 $ 635 $ 248
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JAMES L. Knox
President
Knox Studios, Inc.

Tom B. LANGLEY, PE., L.S.

President
Langley & McDonald
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Louis G. MORRIS
President
Old Point National Bank

DR. H. ROBERT SCHAPPERT
Retired - President
Beechmont Veterinary
Associates

ROBERT F. SHUFORD
Chairman of the Board
Old Point Financial Corporation

MELVIN R. Z1MM
Arttorney-at-Law/Member
Glasser and Glasser, PL.C.

BoarD

KIMBER A. SMITH
President
Prudential McCardle Realty

RONALD A. STAPLES
President
R.A. Staples Contracting Company

MiLDRED B. WEST
Director of Special Projects
College of William and Mary

RecionaL Boarp

RoBerT L. RipDLE, CCIM
President
Riddle Associates, Inc.

WILLIAM CHRISTOPHER WOOD
Vice President
JD & W, Inc.

MELVIN R. ZIMM
Attorney-at-Law/Member
Glasser and Glasser, PL.C.

BoARD

DRr. RICHARD F. CLARK
Pathologist (retired)
Sentara Hampton

General Hospital Associates Financial Services, N.A.
Cvyrus A. DoLpH, IV JouN CABOT ISHON W. RODNEY ROSSER
Attorney President Retired President

Dolph, Rappaport,
Hardy & Hull, PL.C.

DR. ARTHUR D. GREENE
Surgeon-Parmer
Tidewater Orthopaedic

Hampton Stationery

EUGENE M. JOrRDAN, II
President
Old Point Trust &

Old Point Trust &

Financial Services, N.A.

ROBERT F. SHUFORD
Chairman of the Board
Old Point Financial
Corporation

REBEKAH ELLEN

CLARK THACKER
General Manager /
District Vice President
BFI Waste Services, L.L.C.

Continued on next page
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ROBERT F. SHUFORD CARY B. EPES LAURIE D. GraBOW ROBERT F. SHUFORD, JR.

Chairman, President & Senior Vice President/ Chief Financial Officer Senior Vice

Chief Executive Officer Business Development & & Senior Vice President/Operations
Louis G. MORRIS Lending President/Finance KATE B. WEEKS

Executive Vice MARGARET P. CAUSBY CHERYL L. ROANE Senior Vice President/

President/OPNB Senior Vice President/ General Auditor Human Resources

EUGENE M. JorDAN, 11
Executive Vice
President/Trust

OLD POINT

Risk Management

SANDRA S. ROUTTEN
Corporate
Administrative Officer

NaTionaAL BaNnk OFFICERS

ROBERT F. SHUFORD
Chairman

Louts G. MORRIS
President & Chief
Executive Officer

AupIr

CHERYL L. ROANE
Audit Director

Suzanne P. Christein
Audit Officer

Marsha R. Hahan
Audit Officer

LoaN REVIEW
Sharon M. Davidson

Senior Loan Review Officer

Bryan K. Landrum
Assistant Vice President

BRANCH ADMINISTRATION

STEVEN D. HUSSELL
Senior Vice President

Sandra W. Anderson
Branch Officer

Tammy H. Baber
Vice President

Susan G. Bartlome
Vice President

L. Deanie Bradshaw
Branch Officer

Laura G. Colvin
Branch Officer

Cheryl T. Farrior
Assistant Vice President

M. Denise Fitzgerald
Assistant Vice President

Shelby H. Fulcher
Assistant Vice President

Melissa L. Hanbury
Branch Officer

N
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Susan C. Harman
Assistant Vice President

Sylvia W. Hazelwood
Branch Officer

Debra A. Izbicki
Assistant Vice President

Faith O. Jones
Assistant Vice President

Deborah B. Kaufman
Branch Officer

Dianne H. LeMay
Assistant Vice President

Barbara R. Mason
Branch Officer

Beverly A. Milligan
Branch Officer

Sharon L. Van Luyn-Prater
Branch Officer

Cheryl E. Ziff
Assistant Vice President
HuMAN RESOURCES

KATIE B. WEEKS
Senior Vice President

Renée H. Lewis
Administrative Officer

MARKETING

LaNI CHISMAN Davis
Senior Vice President

RisK MANAGEMENT

MARGARET P. CausBy
Executive Vice President/
CRA & Compliance
Officer

Frances A. Oliver
Vice President

Cynthia M. Scheg
Vice President

QOPERATIONS

RoBERT F. SHUFORD, JR.
Executive Vice President/
Chief Operating Officer

Martin O. Cross
Account Services Officer

Patricia A. Orendorff
Senior Vice President

Jean Evans Parra

Electronic Banking Officer

Jeffery R. Sandford
Senior Vice President

Information Technology

Darrell G. Riddick
Vice President

Jenny L. Hudson

Information Systems Officer

BUSINESS DEVELOPMENT
& LENDING
CARY B. EPEs

Executive Vice President/
Chief Lending Officer

Hampton Region

David M. Begor
Vice President

Wayne P. Kitelyn
Mortgage Loan Officer

Michael O. Marks
Senior Vice President

Henry L. Mills
Vice President

David E. Pasko
Vice President

Deborah D. Stoddard
Commercial Services
Officer

Livingston F. Whiting, 111
Assistant Vice President

Newport News Region
Thaddeus B. Holloman
Senior Vice President

R. Harrell Mann
Vice President

Wayne D. Morrison
Assistant Vice President

Deborah A. Richardson
Assistant Vice President

Williamsburg Region
Frank W. Haislip
Senior Vice President

Susan L. Williams
Vice President

Southside Region

James H. Newsom, III
Senior Vice President

Dan E. Grubb
Commercial Account
Officer

Retail Banking

Stephanie J. Dickens
Assistant Vice President

Katherine K. McLawhorn
Assistant Vice President

CREDIT ADMINISTRATION

ANDREW D. PERKINS
Senior Vice President /
Chief Credit Officer

Alfred F. Smith
Assistant Vice President

FINANCE

LAURIE D. GRABOW
Executive Vice President/
Chief Financial Officer

Cynthia C. Tyo
Accounting Officer

SALES

THOMAS S. VITALETTI
Vice President/UVEST
Investment Consultant



O.D PCINT TRUST & FINANCIAL SERVICES, N.A.

EUGENE M. JORDAN, 11 S. Patricia Meir Employee Benefits Investments

President & Chief Trust Officer THERESA A. SHEEHAN MCKIM WILLIAMS, JR.
Executive Officer . . . . S i
Michelle C. Whittington Vice President / Trust Senior Vice President
Administration Vice President / Trust Officer Theodore R. Walden, Jr.
C. KAY ALLIGOOD Operations Officer Andrea Price Investment Officer
Senior Vice President Robert T. Cowling Employee Benefits Officer Tox
Karen A. Compton Trust Officer Ton D. DEAN
Vice President / Trust Tax Qﬁ'—i(;er

Officer

Carol Sue Tyler, the
“voice of Old Point,”
retired in 2004 after
36 years of service.

Although Carol Sue

worked in many areas

of the Bank through-

out her long career, her friendly voice and upbeat
personality as Switchboard Operator made her a
mini-celebrity in the community. Many of our
customers told us they would call the Bank
simply to have Carol Sue tell them what offbeat
holiday (Mickey Mouse’s birthday, etc.) was
being observed that day.

Carol Sue received more compliments than
any other employee did during her career. She
was also active in community events, particularly
Phoebus events, and represented the Bank well. In
retirement, she plans to stay active in the commu-

nity and to play golf. We wish her the best.

Francis J. “Buzzy”
Dwyer began his
career with Old Point
in 1976 as manager of

the West Mercury

office. Since then, he

has held many posi-

tions within the Bank, most recently as Senior
Vice President and Business Development
Officer. During his career with the Company, he
served on the boards of numerous charitable
organizations, giving of his time and effort
to make our community a better place to live.
Buzzy also acted as liaison between the
Bank and several professional and municipal
organizations.

An avid golfer, Buzzy plans to spend his

retirement time on the links and with family.
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